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HTXDOLQFRPHVVKRXOGSD\HTXDOWD[HVDQGWKHSUHVXPHGLQFRPH
VKDULQJWKDWMXVWLILHVWKLVYLHZKDVGRPLQDWHGWKHLQFRPHWD[WUHDW
PHQWRIPDUULHGLQGLYLGXDOV
$VLGHIURPWKH(,7&VHYHUDORWKHUWD[EHQHILWVDUHQRWDYDLODEOH
WRLQGLYLGXDOVZKRVHILOLQJVWDWXVLVPDUULHGILOLQJVHSDUDWHO\7KHVH
LQFOXGHWKHSUHPLXPWD[FUHGLWLQJHQHUDOWKHFUHGLWIRUFKLOGDQG
GHSHQGHQWFDUHH[SHQVHVWKHFUHGLWIRUWKHHOGHUO\RUGLVDEOHGLQ
JHQHUDOWKHDGRSWLRQFUHGLWHGXFDWLRQFUHGLWV$PHULFDQRSSRU
WXQLW\DQGOLIHWLPHOHDUQLQJFUHGLWVWKHH[FOXVLRQIRUVRFLDOVHFX
ULW\EHQHILWVWKHH[FOXVLRQRILQWHUHVWRQ86VDYLQJVERQGVWKDW
LVXVHGWR ILQDQFHTXDOLILHGKLJKHUHGXFDWLRQ WKHGHGXFWLRQIRU
LQWHUHVWRQVWXGHQWORDQVDQGWKHGHGXFWLRQIRUTXDOLILHGWXLWLRQ
DQGUHODWHGH[SHQVHV(DFKRIWKHVHWD[EHQHILWVKDVDQLQFRPH
OLPLWDWLRQDQGWKXVOLNHWKH(,7&WKHSURKLELWLRQIRULQGLYLGXDOV
XVLQJWKHPDUULHGILOLQJVHSDUDWHO\VWDWXVVHHPVEDVHGRQWKHSROLF\
WKDWLWLVLQDSSURSULDWHWRGHWHUPLQHWKHSDUWLFXODUWD[EHQHILWRQ
WKHVHSDUDWH LQFRPHVRIVSRXVHVZKRSUHVXPDEO\SRRODQGVKDUH
WKHLULQFRPH
6RPHLQFRPHEDVHGWD[EHQHILWVKRZHYHUGRQRWH[FOXGHWD[
SD\HUVZKRXVHWKHPDUULHGILOLQJVHSDUDWHO\VWDWXV)RUH[DPSOH
WKHFKLOGWD[FUHGLWSHUPLWVWD[SD\HUVWRFODLPWKHFUHGLWRQPDUULHG
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VSRXVHFODLPVRQHRUPRUHFKLOGUHQDVTXDOLI\LQJFKLOGUHQWKHWD[
EHQHILWRIWKHFUHGLWUHFHLYHGE\WKHORZHULQFRPHVSRXVHDPD[L
PXPRISHUTXDOLI\LQJFKLOGPD\ZHOOEHRIIVHWE\WKHWD[
FRVWRIKDYLQJWKHGHSHQGHQF\H[HPSWLRQIRUWKHTXDOLI\LQJFKLOGUHQ
JRWRWKHORZHUEUDFNHWVSRXVH)XUWKHUWKHKLJKHUWRWDOWD[OLDELOLW\
W\SLFDOO\LQFXUUHGE\FRXSOHVZLWKXQHTXDOLQFRPHVZKRILOHVHSD
UDWHO\LVDQRWKHUWUDGHRIIWKDWOHQGVVXSSRUWWRDOORZLQJVSRXVHVWR
FODLPWKHFKLOGWD[FUHGLWRQVHSDUDWHUHWXUQV$VLPLODUWUDGHRII
ZRXOGRFFXULIWKH(,7&FRXOGEHFODLPHGRQDPDUULHGILOLQJVHSD
UDWHUHWXUQJLYHQWKDWDTXDOLI\LQJFKLOGLVJHQHUDOO\WKHVDPHIRU
(,7&DQGGHSHQGHQF\H[HPSWLRQSXUSRVHV+RZHYHUEHFDXVHRI
WKHFRPSDUDWLYHO\ODUJHEHQHILWIRUFODLPLQJDTXDOLI\LQJFKLOGXQGHU
WKH(,7&DPD[LPXPLQYHVWPHQWLQFRPHRIYHUVXVWKH
FKLOGWD[FUHGLWWKHWD[FRVWRIDVVLJQLQJWKHGHSHQGHQF\H[HPS
WLRQWRWKHORZHULQFRPHVSRXVHFRXOGEHVXEVWDQWLDOO\RXWZHLJKHG
E\ WKH WD[ EHQHILW RI FODLPLQJ WKH(,7& RQ D VHSDUDWH UHWXUQ³
HVSHFLDOO\VLQFHWKHFKLOGWD[FUHGLWFRXOGEHFODLPHGDVZHOO3HUKDSV
PRUH LPSRUWDQWO\DOORZLQJD ORZLQFRPHLQGLYLGXDOZLWKDKLJK
LQFRPHVSRXVHWRFODLPWKH(,7&LQDPDUULHGILOLQJVHSDUDWHUHWXUQ
ZRXOGEHSROLWLFDOO\GLIILFXOWIRUZKDWLVDQ´ DQWLSRYHUW\SURJUDPµ
,QWKLVUHJDUGWKHFKLOGWD[FUHGLWLVQRWDPHDVXUHWKDWLVH[SUHVVO\
DLPHGDWUHGXFLQJSRYHUW\
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 6HHLGD
 6SRXVHVZLWKXQHTXDODPRXQWVRILQFRPHZKRILOHVHSDUDWHO\ORVHWKHLQFRPH
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OLYLQJLQSRYHUW\DVFRPSDUHGWRKLJKHULQFRPHLQGLYLGXDOV$VWKH
ODUJHVWSXEOLFDVVLVWDQFHEHQHILWFXUUHQWO\DYDLODEOHWKH(,7&FDQ
SURYLGHLQGLYLGXDOVVXEMHFWHGWRGRPHVWLFDEXVHZLWKWKHILQDQFLDO
UHVRXUFHVQHFHVVDU\WRLPSURYHHQGXUHRUOHDYHDQDEXVLYHUHODWLRQ
VKLS+RZHYHUPDUULHGLQGLYLGXDOVVXEMHFWHGWRGRPHVWLFDEXVHIDFH
VHULRXVGLIILFXOWLHVLQFODLPLQJWKH(,7&
$VGLVFXVVHGDERYHFODLPLQJWKH(,7&RQDPDUULHGILOLQJVHS
DUDWHUHWXUQLVQRWDQRSWLRQXQGHUFXUUHQWODZ7KXVVXFKLQGL
YLGXDOVDUHOHIWZLWKWKUHHUHWXUQILOLQJRSWLRQVIRUFODLPLQJ(,7&V
ILOHDMRLQWUHWXUQTXDOLI\DQGILOHDVDVLQJOHWD[SD\HURU
TXDOLI\DQGILOHDVDKHDGRIKRXVHKROG$VDQDO\]HGEHORZWKH
ILUVWRSWLRQPD\EHXQGHVLUDEOHJLYHQWKHSDUWLFXODUFLUFXPVWDQFHV
VXUURXQGLQJWKHDEXVHDQGWKHVHFRQGDQGWKLUGRSWLRQVPD\EH
HLWKHUXQDWWDLQDEOHRURQO\DWWDLQDEOHE\WDNLQJVWHSVWKDWPD\QRW
EHLQWKHEHVWLQWHUHVWVRIDQLQGLYLGXDOIURPWKHVWDQGSRLQWRIRYHU
DOOZHOOEHLQJ
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DUHRIWHQPDUNHGE\WKHJUHDWGHJUHHRIILQDQFLDOFRQWUROWKDWWKH
DEXVLYHVSRXVHH[HUFLVHVRYHUWKHDEXVHGVSRXVHDQGILOLQJDMRLQW
UHWXUQFDQFRQWULEXWHWRWKLVILQDQFLDOFRQWUROLQDIHZZD\V)LUVW
EHFDXVHD MRLQWUHWXUQFRQWDLQVWKH LQFRPHDQGH[SHQVH LWHPVRI
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VXFKLQIRUPDWLRQRIWKHDEXVHGVSRXVHHLWKHUZKHQWKHUHWXUQLV
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ILOLQJVHSDUDWHUHWXUQVXFKDQLQGLYLGXDOZRXOGORVHWKHDELOLW\WR
FODLPWKH(,7&IRUWKDW\HDUXQOHVVVKHLVFRQVLGHUHGQRWPDUULHG
IRUSXUSRVHVRIWKHSURKLELWLRQZKLFKLVGHWHUPLQHGXQGHUVHFWLRQ
7KLVVHFWLRQSURYLGHVWKDWDQLQGLYLGXDO LVWUHDWHGDVQRW
PDUULHGIRUDWD[DEOH\HDULIVKHLVHLWKHUOHJDOO\VHSDUDWHGIURP
KHUVSRXVH´XQGHUDGHFUHHRIGLYRUFHRURIVHSDUDWHPDLQWHQDQFHµ
DVRIWKHODVWGD\RIWKH\HDURUILOHVDVHSDUDWHUHWXUQIRUWKH
\HDUDQGTXDOLILHVDV´KHDGRIKRXVHKROGµE\PHHWLQJWKHIROORZLQJ
UHTXLUHPHQWVDWKHLQGLYLGXDOPDLQWDLQVDVKHUKRPHDKRXVHKROG
WKDWFRQVWLWXWHVIRUPRUHWKDQKDOIRIWKH\HDUWKHSULQFLSDOSODFHRI
DERGHRIDFKLOGIRUZKRPWKHLQGLYLGXDOLVHQWLWOHGWRDGHSHQGHQF\
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 ,I WKH LQGLYLGXDOTXDOLILHVDVQRWPDUULHGXQGHU WKH
ILUVWRSWLRQDERYHVKHZRXOGILOHDUHWXUQDVDVLQJOHWD[SD\HULI
WKHLQGLYLGXDOTXDOLILHVXQGHUWKHVHFRQGRSWLRQDERYHVKHZRXOG
ILOHDVDKHDGRIKRXVHKROG
7KXVDQLQGLYLGXDOVXEMHFWHGWRGRPHVWLFDEXVHZKRGHVLUHV
QHLWKHUWRILOHDMRLQWUHWXUQZLWKKHUVSRXVHQRUVDFULILFHKHUHOLJL
ELOLW\IRUWKH(,7&KDVOLPLWHGRSWLRQV³HDFKRIZKLFKUHTXLUHVD
VLJQLILFDQWFKDQJHLQFLUFXPVWDQFHV³XQGHUFXUUHQWODZ'LYRUFHRU
PDLQWHQDQFHRIDVHSDUDWHKRXVHKROGPD\QRWEHIHDVLEOHIURPD
ILQDQFLDOSHUVSHFWLYHDQGTXDOLI\LQJDVDKHDGRIKRXVHKROGZRXOG
EHLPSRVVLEOHDEVHQWDGHSHQGHQWFKLOG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EH LQ WKH EHVW LQWHUHVWV RI WKH LQGLYLGXDO IURP WKH VWDQGSRLQW RI
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RYHUDOOZHOOEHLQJ$VDGYRFDWHVDQGFRPPHQWDWRUVKDYHSRLQWHG
RXWUHPDLQLQJPDUULHGWRDQGFRQWLQXLQJWRUHVLGHZLWKWKHVSRXVH
ZKRFRPPLWWHGWKHGRPHVWLFDEXVHPD\EHEHWWHUGHSHQGLQJRQWKH
SDUWLFXODUFLUFXPVWDQFHV:KLOHVRPHPLJKWZDQWWRVHSDUDWHIURP
WKHLUDEXVLYHVSRXVHVIRUVDIHW\RURWKHUUHDVRQVRWKHUVPD\SUHIHU
WRPDLQWDLQWKHLUUHODWLRQVKLSVEDVHGRQWKHLURZQDVVHVVPHQWRI
FHUWDLQIDFWRUVVXFKDVWKHHFRQRPLFVHFXULW\RIWKHLUFKLOGUHQORYH
DQGDIIHFWLRQIRUWKHLUVSRXVHVDQGZKHWKHUWKHUHODWLRQVKLSVFDQ
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DQGDFFRUGLQJWRVRPHDGYRFDWHVDQGFRPPHQWDWRUVWKH
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
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ZDQWWRILOHDMRLQWUHWXUQZLWKWKHLUDEXVHUDQGZKRGRQRWTXDOLI\
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FRQWH[WVWKHWD[ODZKDVDSSURSULDWHO\UHVSRQGHGWRWKHGLIILFXOWLHVHQFRXQWHUHGE\LQ
GLYLGXDOVVXEMHFWHGWRGRPHVWLFDEXVHQDPHO\GRPHVWLFDEXVHLVWDNHQLQWRDFFRXQWLQ
SURYLGLQJLQQRFHQWVSRXVHUHOLHIXQGHUVHFWLRQVHHLQIUDQRWHV²DQGDFFRPSD
Q\LQJWH[WDQGLVVXLQJSUHPLXPWD[FUHGLWVSXUVXDQWWRWKH$IIRUGDEOH&DUH$FWVHH
LQIUDQRWHV²DQGDFFRPSDQ\LQJWH[W
 :,//,$0	0$5<-2851$/2):20(1$1'7+(/$:>9RO
GD\RIDWD[DEOH\HDU8QGHUWKHPRGLILHGUXOHWKHDEXVHGVSRXVH
ZRXOGEHDEOHWRFODLPWKH(,7&XVLQJWKHILOLQJVWDWXVRIPDUULHG
ILOLQJVHSDUDWHO\EXWTXDOLILFDWLRQIRUWKHFUHGLWZRXOGEHEDVHGRQ
KHULQFRPHDORQH7KLV3DUWGLVFXVVHVDQGH[DPLQHVWKHVHSURSRVDOV
%'HILQLWLRQRI'RPHVWLF$EXVHIRU3XUSRVHVRI3URSRVHGDQG
&RQVLGHUHG0HDVXUHV
6XEMHFWWRDSRVVLEOHDOWHUQDWLYHERWKWKHSURSRVHGDQGFRQVLG
HUHGPHDVXUHVZRXOGUHTXLUHDVDWKUHVKROGPDWWHUWKDWDQLQGLYLGXDO
H[SHULHQFHGRPHVWLFDEXVH)RUWKLVSXUSRVHLWVHHPVDSSURSULDWH
WRXVHWKHVDPHGHILQLWLRQRIGRPHVWLFDEXVHWKDWLVXVHGXQGHUVHF
WLRQ%IRUSXUSRVHVRIDOORZLQJDEXVHGVSRXVHVWRFODLPSUHPLXP
WD[FUHGLWVRQPDUULHGILOLQJVHSDUDWHO\UHWXUQV7KLVGHILQLWLRQ
FORVHO\WUDFNVWKDWSURYLGHGLQ5HYHQXH3URFHGXUHIRUSXU
SRVHVRIHTXLWDEOHLQQRFHQWVSRXVHUHOLHISXUVXDQWWRVHFWLRQI
8QGHUWKLVGHILQLWLRQGRPHVWLFDEXVH
LQFOXGHVSK\VLFDOSV\FKRORJLFDOVH[XDORUHPRWLRQDODEXVHLQFOXG
LQJHIIRUWVWRFRQWUROLVRODWHKXPLOLDWHDQGLQWLPLGDWHRUWR
XQGHUPLQHWKHYLFWLP·VDELOLW\WRUHDVRQLQGHSHQGHQWO\$OOWKH
IDFWVDQGFLUFXPVWDQFHVDUHFRQVLGHUHGLQGHWHUPLQLQJZKHWKHU
DQLQGLYLGXDOLVDEXVHGLQFOXGLQJWKHHIIHFWVRIDOFRKRORUGUXJ
DEXVHE\WKHYLFWLP·VVSRXVH'HSHQGLQJRQWKHIDFWVDQGFLUFXP
VWDQFHVDEXVHRIWKHYLFWLP·VFKLOGRUDQRWKHUIDPLO\PHPEHU
OLYLQJLQWKHKRXVHKROGPD\FRQVWLWXWHDEXVHRIWKHYLFWLP
7KHUHLVDOVRWKHLVVXHRIZKHQWKHGRPHVWLFDEXVHPXVWRFFXULQ
RUGHUWULJJHUWKHDEXVHGVSRXVH·VULJKWWRFODLPWKH(,7&LQDPDUULHG
ILOLQJVHSDUDWHO\UHWXUQ:KLOHWKHSURSRVDOFRXOGUHTXLUHWKDWDQ
LQVWDQFHRIGRPHVWLFDEXVHRFFXUGXULQJWKHWD[DEOH\HDUIRUZKLFKD
 $VGLVFXVVHGEHORZLQFRQQHFWLRQZLWKWKHSURSRVHGJHQHUDOUXOHDSRVVLEOHDOWHU
QDWLYHLVWRSHUPLWVSRXVHVWRFODLP(,7&VLQPDUULHGILOLQJVHSDUDWHUHWXUQVZLWKRXW
FHUWLILFDWLRQVRIGRPHVWLFDEXVH6HHLQIUDQRWHV²DQGDFFRPSDQ\LQJWH[W
 6HHLQIUDQRWHV²DQGDFFRPSDQ\LQJWH[WIRUDGLVFXVVLRQRIWKLVSURYLVLRQ
 5HY3URF,5%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LQ5HY3URFDOVRQRZDSSHDUVLQ3URS7UHDV5HJRIRUSXUSRVHVRI
GHWHUPLQLQJZKHWKHUDVSRXVHUHTXHVWLQJLQQRFHQWVSRXVHUHOLHIL´ PHDQLQJIXOO\SDUWLFL
SDWHGLQDSULRUSURFHHGLQJµZKLFKZRXOGEDUVXFKUHOLHISXUVXDQWWRUHVMXGLFDWDRU
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VHSDUDWHUHWXUQLVILOHGDPRUHIOH[LEOHDSSURDFKVHHPVDSSURSULDWH
JLYHQWKHORQJODVWLQJHIIHFWVRIGRPHVWLFDEXVH$FFRUGLQJO\XQGHU
ERWKWKHSURSRVHGDQGFRQVLGHUHGPHDVXUHVLWLVVXJJHVWHGWKDWD
VSRXVHZRXOGEHHOLJLEOHWRFODLPWKH(,7&RQDPDUULHGILOLQJVHS
DUDWHUHWXUQIRUDSDUWLFXODUWD[DEOH\HDUSURYLGHGWKDWDQLQVWDQFH
RIGRPHVWLFDEXVHRFFXUUHGZLWKLQWKHSUHYLRXVWKUHH\HDUV$WKUHH
\HDUORRNEDFNSHULRGLVUHDVRQDEOHEDVHGRQERWKWKHORQJWHUPHIIHFWV
RIGRPHVWLFDEXVHDVZHOODVWKHQRUPDOWLPHSHULRGIRUUHWDLQLQJ
UHFRUGVRURWKHUHYLGHQFHWKDWXQGHUOLHVWKHVWDWXWHRIOLPLWDWLRQV
IRUWD[SXUSRVHV
$VZLWKWKHSURYLVLRQIRUSUHPLXPWD[FUHGLWVDEXVHGVSRXVHV
ZRXOGQHHGWRFHUWLI\RQWKHLUVHSDUDWHUHWXUQWKDWWKH\KDYHEHHQ
VXEMHFWHGWRGRPHVWLFDEXVHDVZHOODVUHWDLQDQ\UHFRUGVUHODWLQJ
WRWKHDEXVH$VZLWKRWKHUDVVHUWLRQVRQDUHWXUQDFHUWLILFDWLRQ
RIGRPHVWLFDEXVHZRXOGEHDFFHSWHGE\WKH,56VXEMHFWWRLWVULJKW
WRH[DPLQHWKHUHWXUQ([DPSOHVRIUHFRUGVUHODWLQJWRGRPHVWLFDEXVH
ZRXOGLQFOXGHSURWHFWLYHDQGRUUHVWUDLQLQJRUGHUVSROLFHUHSRUWV
UHSRUWVRIGRFWRUVDQGVWDWHPHQWVIURPLQGLYLGXDOVZKRZHUHDZDUH
RIRUZKRZLWQHVVHGWKHDEXVHRULWVUHVXOWV
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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ILQGLQJ
PRUHSURQRXQFHGDGYHUVHKHDOWKHIIHFWVIRUZRPHQZLWKUHFHQWGRPHVWLFYLROHQFHH[SR
VXUHZLWKLQWKHSDVWILYH\HDUVYHUVXVUHPRWHGRPHVWLFYLROHQFHH[SRVXUHPRUHWKDQ
ILYH\HDUVDJRDQGILQGLQJVLJQLILFDQWO\ZRUVHKHDOWKRXWFRPHVIRUZRPHQH[SRVHGWR
GRPHVWLFYLROHQFHDVFRPSDUHGWRQRQDEXVHGZRPHQ
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IROORZLQJWKHILOLQJRIDUHWXUQLQZKLFKWKH,56FDQDVVHUWDGGLWLRQDOWD[HVRUWKHWD[
SD\HUFDQFODLPDUHIXQG,QWKLVUHJDUGZKLOHWKHQRUPDOVWDWXWHRIOLPLWDWLRQVLVWKUHH
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&3URSRVHG*HQHUDO5XOH(,7&(OLJLELOLW\IRU0DUULHG
)LOLQJ6HSDUDWHO\DQG&RPELQLQJ,QFRPHRI6SRXVHVIRU
(,7&'HWHUPLQDWLRQ
3URSRVDODQG5DWLRQDOH
7KHSURSRVHGJHQHUDOUXOHLVWRSHUPLWLQGLYLGXDOVVXEMHFWHGWR
GRPHVWLFDEXVHWRFODLPWKH(,7&RQDPDUULHGILOLQJVHSDUDWHUH
WXUQEXWFRPELQHWKHLQFRPHRIERWKVSRXVHVIRUSXUSRVHVRITXDOLI\
LQJIRUWKHFUHGLW7KLVSURSRVDOUHVSRQGVWRDGLVFUHHWSUREOHP
WKDWH[LVWVDPRQJYLFWLPVRIGRPHVWLFDEXVHDQGHQDEOHVWKHPWR
FODLPWKH(,7&RQVHSDUDWHUHWXUQVZLWKRXWTXDOLI\LQJDVVLQJOH
WD[SD\HUVRUKHDGVRIKRXVHKROGV$QGEHFDXVHTXDOLILFDWLRQIRUWKH
(,7&LVEDVHGRQWKHFRPELQHGLQFRPHRIERWKVSRXVHVWKHSURSRVHG
UXOHGRHVQRWUDLVHFRQFHUQVWKDWIDPLOLHVZLWKLQFRPHDPRXQWVDERYH
WKHLQFRPHOLPLWVZLOOUHFHLYH(,7&V
D(,7&(OLJLELOLW\IRU0DUULHG)LOLQJ6HSDUDWHO\
$VGLVFXVVHGSUHYLRXVO\DQDEXVHGVSRXVHPD\SUHIHUQRWWR
ILOHDMRLQWUHWXUQZLWKKHUVSRXVHEHFDXVHRIDGHVLUHWRJDLQDPHD
VXUHRIILQDQFLDOLQGHSHQGHQFHDQGWRDYRLGMRLQWDQGVHYHUDOOLDELO
LW\IRUDQ\WD[GHILFLHQFLHVDWWULEXWDEOHWRKHUVSRXVH$OWKRXJKVXFK
DQLQGLYLGXDOKDVXQGHUFXUUHQWODZDIHZRSWLRQVIRUILOLQJVHSD
UDWHO\ZLWKRXWVDFULILFLQJKHU(,7&HOLJLELOLW\HDFKRIWKHVHRSWLRQV
UHTXLUHVDVLJQLILFDQWFKDQJHLQFLUFXPVWDQFHV³VXFKDVGLYRUFHRU
PDLQWHQDQFHRIDVHSDUDWHKRXVHKROG³ZKLFKPD\QRWEHIHDVLEOHRU
HYHQLQKHUEHVWLQWHUHVWV
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
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VHHLQIUDQRWHV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0RUHRYHUWKLV$UWLFOHLV
OLPLWHGLQLWVVFRSHWRWKH(,7&DOWKRXJKFRQVLGHUDWLRQVKRXOGEHJLYHQWRH[WHQGLQJLWV
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5HTXLULQJVXFKDVLJQLILFDQWFKDQJHLQFLUFXPVWDQFHVLQRUGHU
WRFODLPWKH(,7&RQDPDUULHGILOLQJVHSDUDWHUHWXUQDOVRYLRODWHV
WKHJHQHUDOSROLF\RIWD[QHXWUDOLW\$OWKRXJKWKHWD[ODZLVVRPH
WLPHVXVHGWRHQFRXUDJHRUGLVFRXUDJHFHUWDLQDFWLYLWLHVRUEHKDYLRUV
IRUSXEOLFSROLF\UHDVRQVJHQHUDOO\LWVKRXOGDYRLGLQIOXHQFLQJ
HLWKHUGLUHFWO\RULQGLUHFWO\WD[SD\HUDFWLRQV7KXVDEVHQWDFRQ
VFLRXVDWWHPSWWRLQFHQWLYL]HVSRXVHVWROHDYHRUOHJDOO\VHSDUDWH
IURPWKHLUDEXVHUV³DTXHVWLRQDEOHSROLF\JRDOLQDQ\HYHQW³WKH
WD[ODZVKRXOGUHIUDLQIURPLQGLUHFWO\FUHDWLQJVXFKLQFHQWLYHVE\
FRQGLWLRQLQJ(,7&HOLJLELOLW\RQWKHILOLQJRIDMRLQWUHWXUQVLQJOH
UHWXUQRUUHWXUQILOHGDVDKHDGRIKRXVHKROG
%\SURYLGLQJLQGLYLGXDOVVXEMHFWHGWRGRPHVWLFDEXVHZLWKWKH
DELOLW\WRFODLPWKH(,7&RQDPDUULHGILOLQJVHSDUDWHUHWXUQWKH
SURSRVHGPHDVXUHPD\HOLPLQDWHWKHGLIILFXOWFKRLFHVYLFWLPVRIGR
PHVWLFDEXVHFXUUHQWO\IDFHZKHWKHUWRILOHDMRLQWUHWXUQDQGJLYH
XSVRPHILQDQFLDOLQGHSHQGHQFHDQGDWWKHVDPHWLPHULVNSHU
VRQDOOLDELOLW\IRUGHILFLHQFLHVDWWULEXWDEOHWRKHUVSRXVHZKHWKHUWR
XQGHUJRDVLJQLILFDQWFKDQJHLQFLUFXPVWDQFHVLQRUGHUWRILOHDVD
KHDGRIKRXVHKROGRUVLQJOHRUZKHWKHUWRILOHDPDUULHGILOLQJVHSD
UDWHUHWXUQDQGVDFULILFH(,7&HOLJLELOLW\DOWRJHWKHU2IFRXUVHHYHQ
ZLWK WKHSURSRVHGPHDVXUH LQHIIHFWDQDEXVHGVSRXVHPD\VWLOO
FKRRVHWRILOHMRLQWO\³ZKHWKHURXWRIIHDURIUHWULEXWLRQRUIRURWKHU
UHDVRQV³EXWWKHSURSRVHGPHDVXUHZRXOGDWOHDVWRIIHUWKHDEXVHG
VSRXVHDQRWKHURSWLRQ7KXVWKHSURSRVHGPHDVXUHSURPRWHVDQ
DEXVHGVSRXVH·VILQDQFLDOLQGHSHQGHQFHE\DOORZLQJKHUWRGLUHFWO\
UHFHLYHDQ(,7&UHIXQGZKLOHDWWKHVDPHWLPHPLQLPL]LQJWKH
 6HHLQIUDQRWHDQGDFFRPSDQ\LQJWH[W
 7KHZRUNLQFHQWLYHSROLF\XQGHUO\LQJWKH(,7&LVDQH[DPSOHRIWKLV6HHVXSUD
QRWHDQGDFFRPSDQ\LQJWH[W
 6HHHJ3DUHMD(,7&3RUWDELOLW\VXSUDQRWHDWVHHDOVR)UHG%%URZQ
3URSRVDOWR5HIRUPWKH/LNH.LQGDQG,QYROXQWDU\&RQYHUVLRQ5XOHVLQ/LJKWRI)XQGD
PHQWDO7D[3ROLFLHV$6LPSOHU0RUH5DWLRQDODQG0RUH8QLILHG$SSURDFK02/
5(9²
 6HHVXSUDQRWHV²DQGDFFRPSDQ\LQJWH[W
 7KHGHFLVLRQWRGLYRUFHRUPDLQWDLQDVHSDUDWHKRXVHKROGLVDVLJQLILFDQWRQH
$OWKRXJKWKHORVVRIWKH(,7&FRXOGKDYHVRPHLQIOXHQFHVXFKDORVVLVXQOLNHO\WREHD
PDMRUIDFWRULQDQDEXVHGVSRXVH·VGHFLVLRQ7KHSURSRVHGJHQHUDOUXOHGRHVQRWFRP
SOHWHO\HOLPLQDWHWKHWD[LQFHQWLYHIRUDQDEXVHGVSRXVHWRGLYRUFHRUTXDOLI\DVDKHDG
RI KRXVHKROG+RZHYHU FRPSDUHG WR FXUUHQW ODZ WKH WD[ LQFHQWLYH WRSXUVXH HLWKHU
GLYRUFHRUKHDGRIKRXVHKROGVWDWXVLVUHGXFHG8QGHUWKHFXUUHQWODZDQDEXVHGVSRXVH
ZKRGRHVQRWILOHDMRLQWUHWXUQLVFRPSOHWHO\LQHOLJLEOHIRUWKHFUHGLWDEVHQWGLYRUFHRU
TXDOLI\LQJDVDKHDGRIKRXVHKROG8QGHUWKHSURSRVHGJHQHUDOUXOHDQDEXVHGVSRXVH
FRXOGILOHVHSDUDWHO\DQGTXDOLI\IRUWKHFUHGLW³DVORQJDVWKHFRXSOH·VFRPELQHGLQFRPH
GRHVQRWH[FHHGWKHSKDVHRXWOLPLW+RZHYHUXQGHUERWKFXUUHQWODZDQGWKHSURSRVHG
JHQHUDOUXOHWKHSRROLQJRILQFRPHIRUFDOFXODWLQJWKH(,7&SKDVHRXWFDQEHDYRLGHGRQO\
E\GLYRUFHRUTXDOLI\LQJDVDKHDGRIKRXVHKROG,QWKLVZD\WKHSURSRVHGJHQHUDOUXOH
GRHVQRWFRPSOHWHO\HOLPLQDWHWKHWD[LQFHQWLYHWKDWFXUUHQWO\H[LVWV
 7KHIXQGVSURYLGHGE\DQ(,7&UHIXQGFRXOGFRQWULEXWHWRWKHHFRQRPLFUHVRXUFHV
 :,//,$0	0$5<-2851$/2):20(1$1'7+(/$:>9RO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HIIHFWVRIWKHFXUUHQWWD[ODZRQKHUGHFLVLRQWRGLYRUFHRUOHDYHDQ
DEXVLYHVSRXVHDWWKHH[SHQVHRIRWKHUFRQVLGHUDWLRQVOLNHSHUVRQDO
DQGIDPLO\ZHOOEHLQJ7KHSURSRVHGPHDVXUHDOVRSUHYHQWVWKH
GHQLDORIWKH(,7&WRLQGLYLGXDOVZKRDUHGHVHUYLQJRIWKHFUHGLW
EDVHGRQWKHLULQFRPHDQGIDPLO\VWDWXV
E&RPELQLQJ,QFRPHRI6SRXVHVIRU(,7&'HWHUPLQDWLRQ
$VGLVFXVVHGSUHYLRXVO\WKHFXUUHQWSURKLELWLRQRQFODLPLQJWKH
(,7& LQDPDUULHG ILOLQJ VHSDUDWH UHWXUQ LV GHVLJQHG WRSUHYHQW
VSRXVHVZLWKFRPELQHGLQFRPHLQH[FHVVRIWKHLQFRPHOLPLWVIURP
UHFHLYLQJWKHFUHGLW7KDWLVLIDKXVEDQGZLWKRQHRUPRUHTXDOL
I\LQJ FKLOGUHQ KDV HDUQHG LQFRPH DQG DGMXVWHG JURVV LQFRPH RI
EXWKLVZLIHKDVHDUQHGLQFRPHDQGDGMXVWHGJURVVLQFRPH
RIWKHKXVEDQGFRXOGTXDOLI\IRUDVL]DEOH(,7&LIKHZDV
WKDWDQDEXVHGVSRXVHPD\QHHGWROHDYHDQDEXVLYHUHODWLRQVKLSRUWRGHFUHDVHRUVWRSWKH
DEXVHLIVKHFKRRVHVWRVWD\ZLWKKHUVSRXVH6HHVXSUDQRWHDQGDFFRPSDQ\LQJWH[W
 6HHVXSUDQRWH
 ,WVKRXOGEHQRWHGWKDWSHUPLWWLQJDQDEXVHGVSRXVHWRFODLPWKH(,7&LQDPDU
ULHGILOLQJVHSDUDWHUHWXUQPD\QRWUHVXOWLQUHFHLSWRIWKHFUHGLWHYHQLIVKHVDWLVILHVWKH
LQFRPHUHTXLUHPHQWV,QSDUWLFXODULWLVSRVVLEOHWKDWDFKLOGRIWKHDEXVHGVSRXVHPD\
QRWEHWUHDWHGDVKHU´TXDOLI\LQJFKLOGµIRUSXUSRVHVRIWKH(,7&VHHVXSUDQRWHV²
DQGDFFRPSDQ\LQJWH[WIRUWKHVLJQLILFDQFHRIDTXDOLI\LQJFKLOGDQGRWKHUWD[EHQHILWV
VXFKDVWKHGHSHQGHQF\H[HPSWLRQDQGWKHFKLOGWD[FUHGLW6HHLQIUDQRWHV²DQG
DFFRPSDQ\LQJWH[W7KLVFDQRFFXUZKHQDFKLOGRIWKHDEXVHGVSRXVHLVDOVRDTXDOLI\LQJ
FKLOGRIWKHDEXVLYHVSRXVHVHHVXSUDQRWHIRUWKHGHILQLWLRQRIDTXDOLI\LQJFKLOGDQG
ERWKVSRXVHVFODLPWKHVDPHFKLOGRQWKHLUVHSDUDWHUHWXUQVIRUSXUSRVHVRI WKH(,7&
DQGRURWKHU WD[EHQHILWV ,Q WKLVVLWXDWLRQXQGHU WLHEUHDNHUUXOHV WKHFKLOGZLOOEH
WUHDWHGDVWKHTXDOLI\LQJFKLOGRIWKHSDUHQWZLWKZKRPWKHFKLOGUHVLGHGIRUWKHORQJHVW
SHULRGRIWLPHGXULQJWKHWD[DEOH\HDURULIWKHFKLOGOLYHGZLWKHDFKSDUHQWIRUHTXDO
DPRXQWVRIWLPHWKHSDUHQWZLWKWKHKLJKHVWDGMXVWHGJURVVLQFRPHIRUWKHWD[DEOH\HDU
,5&F%7KXVLIERWKVSRXVHVFODLPWKHVDPHTXDOLI\LQJFKLOGRQWKHLU
VHSDUDWHUHWXUQVWKHFKLOGOLYHGZLWKERWKVSRXVHVGXULQJWKHHQWLUH\HDUDQGWKHDEX
VLYHVSRXVHKDVWKHKLJKHUDGMXVWHGJURVVLQFRPHWKHFKLOGZLOOEHWUHDWHGDVWKHTXDOLI\LQJ
FKLOGRIWKHDEXVLYHVSRXVHDVRSSRVHGWRWKHDEXVHGVSRXVH7KLVZRXOGEHWKHFDVHHYHQ
LIWKHDEXVLYHVSRXVHZHUHQRWHOLJLEOHIRUWKH(,7&VHHLQIUD3DUW,,,&IRUDGLV
FXVVLRQRI(,7&HOLJLELOLW\VRORQJDVWKHDEXVLYHVSRXVHFODLPVWKHFKLOGIRURWKHUWD[
UHDVRQV6HH,563XEO·QDW,QWKLVVLWXDWLRQQRWRQO\ZRXOGWKHDEXVHG
VSRXVHORVHWKHEHQHILWRIFODLPLQJWKHFKLOGIRU(,7&SXUSRVHVDVZHOODVDQ\RWKHUWD[
SXUSRVHVEXWXQOHVVWKHDEXVHGVSRXVHKDVDQRWKHUTXDOLI\LQJFKLOGWDNLQJLQWRDFFRXQW
WKHWLHEUHDNHUUXOHVWKHDEXVHGVSRXVHZRXOGQRWEHHOLJLEOHIRUWKH(,7&VKHZRXOG
QHLWKHUTXDOLI\DVDWD[SD\HUZLWKDTXDOLI\LQJFKLOGQRUZRXOGVKHTXDOLI\DVDWD[SD\HU
ZLWKRXWDTXDOLI\LQJFKLOG6HH,5&F$,563XEO·QDWFODUL
I\LQJWKDWLIDQLQGLYLGXDOGRHVQRWKDYHDTXDOLI\LQJFKLOGSXUVXDQWWRWKHWLHEUHDNHU
UXOHVWKHLQGLYLGXDOLVQRWHOLJLEOHWRFODLPWKH(,7&XVLQJWKHUXOHVIRULQGLYLGXDOVZKR
GRQRWKDYHDTXDOLI\LQJFKLOG7RSUHYHQWDQDEXVHGVSRXVHIURPEHLQJWRWDOO\GHSULYHG
RIWKLVFUHGLWFRQVLGHUDWLRQVKRXOGEHJLYHQWRUHYLVLQJWKHWLHEUHDNHUUXOHVWRSHUPLWDQ
DEXVHGVSRXVHWRFODLPDTXDOLI\LQJFKLOGIRUSXUSRVHVRIWKH(,7&LQFDVHVZKHUHWKH
SURSRVHGJHQHUDOUXOHDSSOLHV
 6XSUDQRWHV²DQGDFFRPSDQ\LQJWH[W
@ $%86('63286(6&/$,0,1*($51(',1&20(7$;&5(',7 
HOLJLEOHIRUWKHFUHGLWZKHQILOLQJVHSDUDWHO\7KLVZRXOGEHWKHFDVH
HYHQWKRXJKWKHVSRXVHV·FRPELQHGLQFRPHZHOOH[FHHGVWKHOLPLWV
IRUUHFHLYLQJWKHFUHGLWDQGWKHKXVEDQGSUHVXPDEO\EHQHILWVIURP
WKHFRPELQHGLQFRPH
,QOLJKWRIWKHILQDQFLDOFRQWUROW\SLFDOO\H[HUFLVHGE\DQDEXVLYH
VSRXVHLQGRPHVWLFDEXVHFDVHVLWLVSRVVLEOHWKDWDQDEXVHGVSRXVH
LVQRWEHQHILWLQJIURPWKHFRPELQHGLQFRPH7KDWLVWKHDEXVLYH
VSRXVHSHUKDSVHTXLSSHGZLWKH[FOXVLYHDFFHVVWRDQGFRQWURORYHU
WKHSRROHG IXQGV FRXOGXVH WKHFRPELQHG LQFRPHWREHQHILWRQO\
KLPVHOI,QVXFKVLWXDWLRQVEDVLQJ(,7&HOLJLELOLW\DQGDPRXQWRQ
WKHDEXVHGVSRXVH·VLQFRPHDORQHZRXOGEHDSSURSULDWH1RQHWKH
OHVVDQDEXVLYHVSRXVHZLWKVXFKDFFHVVDQGFRQWUROVKRXOGQRWEH
SUHVXPHGWRUHDSDOOEHQHILWVIURPWKHFRPELQHGLQFRPHIRUH[DP
SOHDQDEXVHGVSRXVH OLNHO\EHQHILWV IURP WKHPDLQWHQDQFHRID
PXWXDOUHVLGHQFH,QGHHGLIWKHVSRXVHVDUHOLYLQJWRJHWKHULWZRXOG
DSSHDUWKDWDWOHDVWVRPHRIWKHLUFRPELQHGLQFRPHLVEHLQJSRROHG
DQGXVHGWRFRYHUMRLQWH[SHQVHVIURPZKLFKERWKEHQHILWDQGWKXV
IRUDQDEXVHGVSRXVH LQ WKLVVLWXDWLRQ LW LVQRWFOHDUKRZDUXOH
FRXOGEHGHVLJQHGDQGLPSOHPHQWHGWKDWZRXOGSHUPLWKHUWRGHP
RQVWUDWHRWKHUZLVH1HYHUWKHOHVVDVGLVFXVVHGLQ6HFWLRQ'RIWKLV
3DUWFRQVLGHUDWLRQVKRXOGEHJLYHQWREDVLQJ(,7&HOLJLELOLW\DQG
DPRXQWRQWKHVROHLQFRPHRIDQDEXVHGVSRXVHZKHUHWKHVSRXVHV
DUHOLYLQJDSDUWDVRIWKHHQGRIDWD[DEOH\HDUJLYHQWKDWWKHUHLV
OHVVLQGLFDWLRQWKDWWKHVSRXVHVDUHSRROLQJDQGVKDULQJWKHLULQ
FRPHLQWKLVVLWXDWLRQ
7R SUHYHQW WKH UHFHLSW RI DQ (,7& E\ DQ LQGLYLGXDO ZKRVH
FRPELQHG LQFRPH ZLWK KHU VSRXVH LV LQ H[FHVV RI WKH SKDVHRXW
 6XSUDQRWHDQGDFFRPSDQ\LQJWH[W
 6XSUDQRWHDQGDFFRPSDQ\LQJWH[W
 3HUKDSVDQDEXVHGVSRXVHFRXOGEHJLYHQDQRSSRUWXQLW\WRGHPRQVWUDWHWKDWD
VXEVWDQWLDOSRUWLRQRIWKHVSRXVHV·FRPELQHGLQFRPHZDVXVHGVROHO\IRUWKHEHQHILWRIWKH
DEXVLYHVSRXVHLQZKLFKFDVHWKHVROHLQFRPHRIWKHDEXVHGVSRXVHZRXOGEHXVHGLQWKH
(,7&SKDVHRXW WR FDOFXODWHKHU FUHGLW UHIXQG7RPDNH VXFKD VKRZLQJ WKH DEXVHG
VSRXVHFRXOGSURGXFHUHFRUGVLQGLFDWLQJWKHDPRXQWDQGQDWXUHRIIDPLO\H[SHQGLWXUHV
,WZRXOGEHSUREOHPDWLFKRZHYHUWRXVHWKHUHJXODUUHWXUQILOLQJSURFHGXUHIRUWKLVSXU
SRVHXQGHUZKLFKWKH,56JHQHUDOO\DFFHSWV WKHFODLPVPDGHVXEMHFWWR LWVULJKWWR
H[DPLQH$UXOHSHUPLWWLQJDEXVHGVSRXVHVWRFHUWLI\DODFNRILQFRPHVKDULQJRQWKHLU
UHWXUQVZRXOGGHPDQGWKDWWKH,56DFWLYHO\HQVXUHWKHVHWD[SD\HUV·DFFXUDF\DQGWUXWK
IXOQHVVRWKHUZLVHWKH\FRXOGLPSURSHUO\LQFUHDVHWKHLUWRWDOFUHGLWV6XFKDGGLWLRQDO
RYHUVLJKWE\WKH,56FRXOGSHUKDSVUHTXLUHDJHQWVWRUDQGRPO\VHOHFWUHWXUQVIRUFDUHIXO
DQGGHWDLOHGH[DPLQDWLRQ7KHDGPLQLVWUDWLYHEXUGHQSURGXFHGE\FKDUJLQJWKH,56ZLWK
GHFLGLQJZKHWKHURUQRWLQFRPHVKDULQJKDVRFFXUUHGZRXOGOLNHO\EHSUHFOXVLYHDQG
WKHUHZRXOGEHQRZD\WRJXDUGDJDLQVWDOOLPSURSHUFODLPV$EHWWHUDSSURDFKZRXOGEH
PRGHOHGRQUHTXHVWVIRULQQRFHQWVSRXVHUHOLHIDQDEXVHGVSRXVHFRXOGUHTXHVWWKDWKHU
(,7& EH GHWHUPLQHG RQ WKH EDVLV RI KHU VROH LQFRPH E\ DIILUPDWLYHO\ GHPRQVWUDWLQJ
WKURXJKDGHTXDWHGRFXPHQWDWLRQDODFNRILQFRPHVKDULQJVXIILFLHQWWRZDUUDQWWKLVWD[
WUHDWPHQW&I,56)RUPUHTXHVWIRULQQRFHQWVSRXVHUHOLHIIURPMRLQWWD[OLDELOLW\
´IRUDQHUURQHRXVLWHPRUDQXQGHUSD\PHQWRIWD[µ
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DPRXQW WKH SURSRVHG JHQHUDO UXOH ZRXOG FDOFXODWH WKH (,7&
SKDVHRXWXVLQJWKHFRPELQHGDGMXVWHGJURVVLQFRPHRUFRPELQHG
HDUQHGLQFRPHLIJUHDWHURIERWKVSRXVHV$Q\LQYHVWPHQWLQFRPH
ZRXOGDOVREHFRPELQHGIRUSXUSRVHVRIGHQ\LQJWKHFUHGLWWRWD[SD\
HUVZLWKH[FHVVLYHLQYHVWPHQWLQFRPH$FFRUGLQJO\LQWKHH[DPSOH
DERYHWKHKXVEDQG·V(,7&ZRXOGEH]HUREHFDXVHKLVDGMXVWHGJURVV
LQFRPH IRUSXUSRVHVRI WKH(,7&SKDVHRXWZRXOGEH WKHFRXSOH·V
FRPELQHGDGMXVWHGJURVV LQFRPHRI7KLV IHDWXUHRI WKH
SURSRVHGUXOHHOLPLQDWHVWKHFRQFHUQWKDWXQGHUOLHVWKHMRLQWUHWXUQ
UHTXLUHPHQWIRUPDUULHGWD[SD\HUVFODLPLQJWKH(,7&&RPELQLQJ
VSRXVDOLQFRPHIRUGHWHUPLQLQJ(,7&HOLJLELOLW\PD\UDLVHDGPLQLV
WUDWLYHDQGSULYDF\FRQFHUQVKRZHYHUWKHVHDUHH[DPLQHGLQ6XE
VHFWLRQRIWKLV6HFWLRQ
F:KHWKHUWR$OORZWKH2WKHU6SRXVHWR&ODLPRU5HFHLYH
WKH(,7&
$QLPSRUWDQWLVVXHUDLVHGE\WKHSURSRVDOLVZKHWKHUWRDOORZ
WKHVSRXVHZKRFRPPLWWHGWKHGRPHVWLFDEXVHWRFODLPWKH(,7&LQ
DPDUULHGILOLQJVHSDUDWHUHWXUQRUDOWHUQDWLYHO\UHFHLYHDSRUWLRQ
RIWKHFUHGLWXSRQDQ(,7&FODLPE\WKHDEXVHGVSRXVH2QWKHRQH
KDQGDOORZLQJ WKHDEXVLYH VSRXVH WR HLWKHU FODLPRU UHFHLYH WKH
(,7&LVUHDVRQDEOHRWKHUZLVHWKHSURSRVHGUXOHZRXOGRSHUDWHWR
GHSULYHWKLVVSRXVHRIDQ\VKDUHRIWKHFUHGLWZKLFKKHSUHVXPDEO\
ZRXOGKDYHEHHQHQWLWOHGWRLIDMRLQWUHWXUQKDGEHHQILOHGDQGWKH
FRXSOHKDGTXDOLILHGIRUWKH(,7&'HVSLWHWKHKHLQRXVDQGGHVSLFD
EOHQDWXUHRIGRPHVWLFDEXVHLWGRHVQRWVHHPDSSURSULDWHWRXVHWKH
WD[ODZWRSXQLVKWKHDEXVLYHVSRXVH³HVSHFLDOO\EHFDXVHDQDEXVHG
VSRXVHZRXOGEHDEOHWRFODLPWKHFUHGLWXQGHUWKHSURSRVHGUXOH
VLPSO\E\FHUWLI\LQJRQDVHSDUDWHUHWXUQWKDWWKHDEXVHKDGRFFXUUHG
UDWKHUWKDQFRQYLQFLQJDMXGJHRUMXU\RIWKLVIDFW$OWKRXJKWKH
SURSRVHGPHDVXUHZRXOGSODFH WKHDEXVLYHVSRXVH LQQRZRUVHD
SRVLWLRQZLWKUHVSHFWWRWKH(,7&WKDQLIVHSDUDWHUHWXUQVKDGEHHQ
ILOHGXQGHUFXUUHQWODZWKHSURSRVHGUXOHZRXOGHPSRZHUDEXVHG
VSRXVHV WRUHIXVH WR ILOH MRLQWO\EHFDXVH WKH\QR ORQJHUZRXOGEH
 6HHVXSUDQRWHIRUDGHVFULSWLRQRIWKHSKDVHRXWDPRXQW
 &I=HOHQDNVXSUDQRWHDW²VXJJHVWLQJDVDSRVVLEOHRSWLRQXQGHUDVHSD
UDWHUHWXUQILOLQJV\VWHPIRUPDUULHGFRXSOHVWKDWZRXOGSKDVHLQWKH(,7&EDVHGRQWKH
VHSDUDWHLQFRPHRIHDFKVSRXVHDQGSKDVHRXWWKH(,7&EDVHGRQWKHLUFRPELQHGLQFRPH
 6HHVXSUDQRWHDQGDFFRPSDQ\LQJWH[W IRUWKH LQYHVWPHQW LQFRPHOLPLWRQ
HOLJLELOLW\IRUWKH(,7&
 6HHVXSUDQRWHV²DQGDFFRPSDQ\LQJWH[W7RFODLPWKH(,7&LQDPDUULHG
ILOLQJVHSDUDWHUHWXUQDQDEXVHGVSRXVHZRXOGQHHGWRFHUWLI\WKDWVKHKDGEHHQVXE
MHFWHGWRGRPHVWLFDEXVHDQGUHWDLQDQ\UHFRUGVWRWKDWHIIHFW7KH,56ZRXOGJHQHUDOO\
GHIHUWRVXFKFHUWLILFDWLRQVVXEMHFWRQO\WRLWVULJKWWRH[DPLQHWKHUHWXUQV
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UHTXLUHGWRVDFULILFHWKHLUHQWLWOHPHQWWRWKH(,7&0RUHRYHUDOORZ
LQJWKHDEXVLYHVSRXVHWRFODLPWKH(,7&FRXOGUHOLHYHVRPHRIKLV
HFRQRPLFVWUHVVZKLFKPD\LQWXUQSRVLWLYHO\LQIOXHQFHKLVEHKDYLRU
DQGSHUKDSVKHOSUHIRUPKLVSURSHQVLW\IRUDEXVH
+RZHYHU LQRUGHU IRU WKHDEXVLYH VSRXVH WREHDZDUHRIKLV
DELOLW\WRFODLPWKH(,7&RQDVHSDUDWHUHWXUQKHZRXOGKDYHWREH
QRWLILHGVXFKQRWLILFDWLRQZRXOGQHFHVVDULO\DOHUWKLPWRWKHFHUWL
ILFDWLRQRIDEXVHILOHGE\KLVVSRXVH$UHYHODWLRQRIWKLVIDFW³HLWKHU
GLUHFWO\GLVFORVHGWRWKHDEXVLYHVSRXVHE\KLVZLIHRU LQGLUHFWO\
GLVFORVHGE\DQ,56QRWLFHUHJDUGLQJKLV(,7&HOLJLELOLW\³FRXOGHQ
GDQJHUWKHVSRXVHVXEMHFWHGWRGRPHVWLFDEXVH6LPLODUO\DXWR
PDWLFUHFHLSWRIDSRUWLRQRIWKHFUHGLWXSRQDFODLPE\WKHDEXVHG
VSRXVHZRXOGSODFHKLPRQFRQVWUXFWLYHQRWLFHRIWKHFHUWLILFDWLRQRI
DEXVH$EVHQWVXFKDFWXDORUFRQVWUXFWLYHQRWLFHWKHDEXVLYHVSRXVH
PLJKWQHYHUNQRZZKHWKHUWKHDEXVHGVSRXVHFODLPHGWKH(,7&LQ
DPDUULHGILOLQJVHSDUDWHUHWXUQ1HYHUWKHOHVVLQVLWXDWLRQVZKHUH
WKHDEXVLYHVSRXVHLVDZDUHRISDVWFODLPVRIDEXVHLIDQ\WKDWWKH
RWKHUVSRXVHKDVPDGHDJDLQVWKLPHJ WKHDEXVHGVSRXVHKDV
SUHYLRXVO\ILOHGSROLFHUHSRUWVRUUHTXHVWHGUHVWUDLQLQJDQGRUSUR
WHFWLYHRUGHUVWKHULVNRISRWHQWLDOGDQJHUWRWKHDEXVHGVSRXVH
VWHPPLQJIURPQRWLFHRIDFHUWLILFDWLRQRIDEXVHXQGHUWKHSURSRVHG
UXOHPD\EHYHU\ORZ0RUHRYHUUHVHDUFKVKRZVWKDWLQGLYLGXDOVVXE
MHFWHGWRDEXVHDUHWKHEHVWSUHGLFWRUVRIIXWXUHKDUPWKXVDQ
DEXVHGVSRXVHPD\EHDEOHWRHYDOXDWHWKHGDQJHUSRVHGE\VXFKD
FHUWLILFDWLRQDQGGHFLGHDFFRUGLQJO\ZKHWKHUWRWDNHDGYDQWDJHRI
WKHSURSRVHGPHDVXUH2IFRXUVHDGHFLVLRQQRWWRFODLPWKH(,7&
RQDPDUULHGILOLQJVHSDUDWHUHWXUQWKDWLVPRWLYDWHGE\IHDUDQG
SRWHQWLDOGDQJHUPHDQVWKDWWKHDEXVHGVSRXVHLVGHSULYHGRIWKH
SURSRVHGPHDVXUH·VEHQHILWV,QVXPLWLVQRWFOHDUZKHWKHUWKHULVN
RIDGGHGGDQJHUWRDQDEXVHGVSRXVHDQGLWVLPSDFWRQGHFLVLRQVWR
XVHWKHSURSRVHGPHDVXUHRXWZHLJKFRQFHUQVRIIDLUQHVVWKDWUHVXOW
IURPGHQ\LQJWKHDEXVLYHVSRXVHDQRSSRUWXQLW\WRFODLPRUUHFHLYH
WKH(,7&
 6HHHJ*22'0$5.VXSUDQRWHDWQRWLQJWKHFRUUHODWLRQEHWZHHQHFR
QRPLFVWUHVVDQGGRPHVWLFDEXVHDQGFODLPLQJWKDWLQFUHDVLQJWKHHFRQRPLFRSSRUWXQLWLHV
DYDLODEOHWRDEXVLYHVSRXVHVLVFUXFLDOWRFKDQJLQJWKHLUEHKDYLRU
 &I'RUL0ROR]DQRY3URSRVHG7D[5XOH:RXOG+HOS'RPHVWLF$EXVH6XUYLYRUV*HW
$IIRUGDEOH+HDOWK&RYHUDJH5(*%/2*1RYKWWSZZZUHJEORJRUJ
PROR]DQRYWD[GRPHVWLFDEXVH>KWWSSHUPDFF&;0';@QRWLQJWKDWDSURSRVHGUHJX
ODWLRQZKLFKSHUPLWVDEXVHGVSRXVHVWRFODLPSUHPLXPWD[FUHGLWVUDLVHVFRQFHUQVWKDWD
GRPHVWLFDEXVHFHUWLILFDWLRQUHTXLUHPHQWFRXOGOHDGWRUHWDOLDWLRQDJDLQVWWKHYLFWLPE\
WKHDEXVHU
 6HHHJ-RKQVRQVXSUDQRWHDWVHHDOVR*22'0$5.VXSUDQRWHDW
VWDWLQJWKDWDEXVHGLQGLYLGXDO·VSHUFHSWLRQVRIGDQJHUDUHGHIHUUHGWRDQGWUXVWHG
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7RDYRLGWKHVHHIILFDF\DQGIDLUQHVVFRQFHUQVWKH(,7&VLPSO\
FRXOGEHPRGLILHGWRDOORZPDUULHGLQGLYLGXDOVWRFODLPWKHFUHGLWLQ
PDUULHGILOLQJVHSDUDWHUHWXUQVZLWKRXWDFHUWLILFDWLRQRIGRPHVWLF
DEXVH8QGHUWKLVDSSURDFKDOOPDUULHGLQGLYLGXDOVZRXOGKDYHWKH
VHSDUDWHUHWXUQRSWLRQIRUFODLPLQJWKH(,7&UHJDUGOHVVRIZKHWKHU
WKH\ZHUHVXEMHFWHGWRRUFRPPLWWHGGRPHVWLFDEXVH6XFKDVFKHPH
KRZHYHUZRXOGSODFHHYHQJUHDWHUDGGLWLRQDOGXWLHVRQWKH,56IRU
GHWHUPLQLQJZKRTXDOLILHVDQGIRUZKDWDPRXQWDVWKHRSWLRQWR
FODLPWKH(,7&RQDVHSDUDWHUHWXUQZRXOGEHDYDLODEOHWRPRUH
WD[SD\HUV1HYHUWKHOHVVDVSUHYLRXVO\LQGLFDWHGDPDUULHGFRXSOH·V
WD[OLDELOLW\LVW\SLFDOO\KLJKHUZKHQILOLQJVHSDUDWHO\DVFRPSDUHG
WRMRLQWO\$QGWKHIHDWXUHXQGHUWKHSURSRVHGUXOHRIFRPELQLQJ
VSRXVDOLQFRPHWRGHWHUPLQHWKH(,7&SKDVHRXWVKRXOGQRWSURGXFH
JUHDWHUWRWDOFUHGLWVIRUPDUULHGLQGLYLGXDOVILOLQJVHSDUDWHO\UDWKHU
WKDQMRLQWO\7KXVDOORZLQJWKH(,7&WREHFODLPHGRQPDUULHG
ILOLQJVHSDUDWHUHWXUQVZLWKRXWWKHFHUWLILFDWLRQRIGRPHVWLFDEXVH
PD\QRWDSSUHFLDEO\ LQFUHDVH WKHQXPEHURI WD[SD\HUVZKRWDNH
DGYDQWDJHRIWKLVRSWLRQ
+RZHYHUWKHUHLVDGRZQVLGHWRDQ\DSSURDFKIRUFODLPLQJ(,7&V
RQPDUULHGILOLQJVHSDUDWHUHWXUQVLWSXWVWKHDEXVLYHVSRXVHRQ
QRWLFHWKDWWKHDEXVHGVSRXVHLVRUPD\EHFODLPLQJDQ(,7&
$UPHGZLWK VXFK LQIRUPDWLRQ WKHDEXVLYH VSRXVHPD\ IRUFH WKH
DEXVHGVSRXVHWRKDQGRYHUDQ\(,7&UHIXQGJLYHQWKHILQDQFLDO
FRQWURO WKDW DQ DEXVLYH VSRXVH RIWHQ H[HUFLVHV RYHU WKH DEXVHG
VSRXVH7KLVGUDZEDFNZRXOGH[LVWZLWKERWKWKH´ QRFHUWLILFDWLRQµ
DSSURDFKDVZHOODVDQDSSURDFKWKDWSURYLGHVQRWLFHWRWKHDEXVLYH
VSRXVHWKDWDFHUWLILFDWLRQRIGRPHVWLFDEXVHKDVEHHQPDGH
 6HH3DUW,,,&DLIRUDGLVFXVVLRQRIWKHDGGLWLRQDODGPLQLVWUDWLYHGXWLHVWKDW
ZRXOGIDOORQWKH,56XQGHUWKHSURSRVHGJHQHUDOUXOH
 6HHHJ%DLQHVVXSUDQRWHDWVHHDOVR,563XEO·QDW²
:HVW·V3D3UDF)DPLO\/DZWKHG
 6HHLQIUDQRWH
 6SRXVHVLQQRQDEXVLYHUHODWLRQVKLSVPD\KRZHYHUXVHWKLVRSWLRQWRDYRLGWKH
MRLQWDQGVHYHUDOOLDELOLW\WKDWZRXOGUHVXOWIURPILOLQJDMRLQWUHWXUQVHHVXSUDQRWHV²
DQGDFFRPSDQ\LQJWH[WZLWKRXWVDFULILFLQJ(,7&HOLJLELOLW\0RUHRYHUDVSUHYLRXVO\QRWHG
WKHEHQHILWIURPWKHLQFRPHVSOLWWLQJHIIHFWRIILOLQJDMRLQWUHWXUQZKLFKLVJHQHUDOO\JUHDW
HVWIRUVSRXVHVZLWKXQHTXDOLQFRPHVPD\QRWEHWKDWJUHDWIRUORZLQFRPHVSRXVHV6HH
VXSUDQRWH
 6HHHJLQIUD3DUW,,,&E
 6HHHJVXSUDQRWHDQGDFFRPSDQ\LQJWH[W
 ,IWKHVSRXVHZKRFRPPLWWHGWKHGRPHVWLFDEXVHLVQRWSUHYHQWHGIURPHLWKHUFODLP
LQJWKH(,7&RQDVHSDUDWHUHWXUQRURWKHUZLVHUHFHLYLQJWKHFUHGLWDQLVVXHDULVHVDV
WRKRZWKHFUHGLWVKRXOGEHGHWHUPLQHGIRUWKHVSRXVHV2QHSRVVLELOLW\FRXOGEHWKDWHDFK
VSRXVHZRXOGQHHGWRVHSDUDWHO\TXDOLI\IRUWKH(,7&E\VWDWLQJDYDOLGFODLPLQWKHLU
VHSDUDWHUHWXUQVEXWWDNLQJLQWRDFFRXQWDORQJZLWKWKHLURZQWD[DWWULEXWHVWKHDW
WULEXWHVRIWKHLUVSRXVHIRUSXUSRVHVRIWKHSKDVHRXWDQGLQYHVWPHQWLQFRPHOLPLW7KLV
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3RWHQWLDO&RQFHUQV
D$GPLQLVWUDWLYH
8QGHUWKHSURSRVHGJHQHUDOUXOHDQDEXVHGVSRXVHFRXOGFODLP
WKH(,7&LQDPDUULHGILOLQJVHSDUDWHUHWXUQZKLFKZRXOGLQFOXGH
DFRPSOHWHG6FKHGXOH(,7&LIWKHWD[SD\HUKDVDTXDOLI\LQJFKLOG
%HFDXVHKHUTXDOLILFDWLRQIRUWKHFUHGLWZRXOGEHEDVHGRQWKHDEXVLYH
VSRXVH·VDGMXVWHGJURVVLQFRPHRUHDUQHGLQFRPHLIJUHDWHUDQG
LQYHVWPHQWLQFRPHLQDGGLWLRQWRKHURZQDQGWKHDEXVHGVSRXVH
OLNHO\ZRXOGQRWKDYHDFFHVVWRWKLVLQIRUPDWLRQWKH,56JHQHUDOO\
ZRXOGQHHGWRFRPSXWHWKHDEXVHGVSRXVH·V(,7&7RFRPSXWHWKH
DEXVHGVSRXVH·V(,7&WKH,56ZRXOGQHHGWRREWDLQWKHDGMXVWHG
JURVVLQFRPHDQGHDUQHGLQFRPHDQGLQYHVWPHQWLQFRPHLIDSSOLFD
EOHRIWKHRWKHUVSRXVHIURPKLVRZQVHSDUDWHWD[UHWXUQ
DSSURDFKLVFRQVLVWHQWZLWKWKHDSSURDFKXVHGZKHQVSRXVHVILOHVHSDUDWHUHWXUQV³IRU
H[DPSOHHDFKVSRXVHPXVWVHSDUDWHO\TXDOLI\IRUH[HPSWLRQVIRUGHSHQGHQWV6HH,5&
F%,563XEO·QDWH[V²,WVKRXOGEHQRWHGWKDW
DVHSDUDWHDSSURDFKIRUGHWHUPLQLQJHDFKVSRXVH·V(,7&PLJKWUHTXLUHVRPHPHDQVIRU
UHGXFLQJHDFKVSRXVH·V FUHGLW VR WKDW WKH WRWDO(,7&UHFHLYHGGRHVQRWH[FHHGZKDW
ZRXOGKDYHEHHQUHFHLYHGLIDMRLQWUHWXUQKDGEHHQILOHG7KLVLVEHFDXVHVSRXVHVWKDW
ILOHVHSDUDWHO\DQGFODLP(,7&VXQGHUWKHSURSRVHGPHDVXUHZKRHDFKFODLPRQHRIWKHLU
FKLOGUHQDVDTXDOLI\LQJFKLOGFRXOGUHFHLYHDQDJJUHJDWH(,7&WKDWLVJUHDWHUWKDQWKH
(,7&WKDWZRXOGEHUHFHLYHGLIDMRLQWUHWXUQKDGEHHQILOHG)RUH[DPSOHXVLQJWKH
(DUQHG,QFRPH&UHGLW7DEOHFRQWDLQHGLQ,563XEO·QZKLFKUHIOHFWVLQIODWLRQ
DGMXVWPHQWVVSRXVHVZKRHDFKKDYHRIHDUQHGLQFRPHDQGDGMXVWHGJURVVLQFRPH
ZRXOGUHFHLYHDQDJJUHJDWH(,7&RIZLWKVHSDUDWHILOLQJXQGHUWKHSURSRVHGPHD
VXUHWKLVDPRXQWLVDSSUR[LPDWHO\WKHFUHGLWSHUFHQWDJHIRURQHTXDOLI\LQJFKLOG
RIWLPHVWZRZKHUHDVWKHFRXSOHZRXOGUHFHLYHDQ(,7&RIZLWKMRLQW
ILOLQJWKHFUHGLWSHUFHQWDJHIRUWZRTXDOLI\LQJFKLOGUHQRIWKHHDUQHG
LQFRPHDPRXQWIRUWZRTXDOLI\LQJFKLOGUHQ7RSUHYHQWWKLVGLVSDULW\WKHWRWDO(,7&
UHFHLYHGE\VSRXVHVZKRILOHVHSDUDWHO\FRXOGEHOLPLWHGWRWKH(,7&WKDWZRXOGKDYH
EHHQUHFHLYHGLIWKHVSRXVHVKDGILOHGMRLQWO\ZLWKHDFKVSRXVH·V(,7&UHGXFHGSURSRU
WLRQDWHO\$SSO\LQJWKLVDSSURDFKWRWKHSUHYLRXVH[DPSOHHDFKVSRXVH·V(,7&ZLWKVHS
DUDWHILOLQJZRXOGEHUHGXFHGWRZKLFKLVGHWHUPLQHGE\PXOWLSO\LQJHDFKVSRXVH·V
SUHUHGXFWLRQVHSDUDWHILOLQJ(,7&E\WKHUDWLRRIWKHMRLQWUHWXUQ(,7&
WRWKHVSRXVHV·WRWDOSUHUHGXFWLRQVHSDUDWHILOLQJ(,7&
$VDQDOWHUQDWLYHWRVHSDUDWHDSSURDFKHVIRUGHWHUPLQLQJHDFKVSRXVH·V(,7&XQGHU
WKHSURSRVHGPHDVXUHWKHWRWDO(,7&IRUDPDUULHGFRXSOHFRXOGEHEDVHGRQWKHFRP
ELQHGWD[DWWULEXWHVRIERWKVSRXVHVHJHDUQHGLQFRPHDGMXVWHGJURVVLQFRPHTXDOLI\LQJ
FKLOGUHQDQGWKHWRWDO(,7&FRXOGWKHQEHGLYLGHGHTXDOO\EHWZHHQWKHVSRXVHV7KLV
DSSURDFKLVFRQVLVWHQWZLWKWKHUDWLRQDOHIRUXVLQJWKHVSRXVHV·FRPELQHGLQFRPHIRU
SXUSRVHVRIWKH(,7&SKDVHRXW³WKDWVSRXVHVSRRODQGVKDUHWKHLULQFRPH³DQGZRXOG
\LHOGDJJUHJDWH(,7&UHVXOWVIRUWKHFRXSOHWKDWDUHWKHVDPHDVZKHUHDMRLQWUHWXUQLV
ILOHG WKHUHE\ SURPRWLQJ VLPLODU WUHDWPHQW DPRQJ FRXSOHV ILOLQJ MRLQWO\ YHUVXV VHS
DUDWHO\7KLVDSSURDFKZRXOGDOVRDYRLGWKHFRPSOH[LW\RIKDYLQJHDFKVSRXVHVHSDUDWHO\
TXDOLI\IRUWKH(,7&DQGFDOFXODWLQJVHSDUDWH(,7&DPRXQWVIRUWKHVSRXVHV
 ,IWKHDEXVHGVSRXVHKDVNQRZOHGJHRIWKHRWKHUVSRXVH·VDGMXVWHGJURVVLQFRPH
HDUQHGLQFRPHDQGLQYHVWPHQWLQFRPHWKHDEXVHGVSRXVHFDQXVHWKLVLQIRUPDWLRQWR
GHWHUPLQHKHUFUHGLWDWWKHWLPHRIILOLQJKHUUHWXUQ
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L$GGLWLRQDO'XWLHVIRU,56
7KHSURSRVHGJHQHUDOUXOHZLOOXQGRXEWHGO\LQFUHDVHWKHDGPLQ
LVWUDWLYHUHVSRQVLELOLWLHVRIWKH,56EXWWKHVHDGGLWLRQDOIXQFWLRQV
VKRXOGQRWEHRYHUO\EXUGHQVRPH8QGHUFXUUHQWODZWD[SD\HUVFDQ
FKRRVHWRKDYHWKH,56FDOFXODWHWKH(,7&UDWKHUWKDQFRPSXWHWKH
FUHGLWWKHPVHOYHV$OWKRXJKWKH,56OLNHO\ZRXOGQHHGWRFDOFXODWH
WKH(,7&LQPRVWRUDOOFDVHVDULVLQJXQGHUWKHSURSRVHGPHDVXUH
WKHUXOHVKRXOGJHQHUDWHRQO\DVPDOOSHUFHQWDJHRIWRWDO(,7&FODLPV
DVLWZRXOGEHLPSOLFDWHGRQO\LQFDVHVZKHUHDWD[SD\HUFODLPVWKH
(,7&RQDPDUULHGILOLQJVHSDUDWHUHWXUQDQGSURYLGHVDFHUWLILFD
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YHQWHGIURPHLWKHUFODLPLQJWKH(,7&RQDPDUULHGILOLQJVHSDUDWHUHWXUQRURWKHUZLVH
UHFHLYLQJWKH(,7&DQRWKHUVFKHPHIRUGHWHUPLQLQJWKHVSRXVHV·(,7&VFRXOGEHWREDVH
WKHWRWDOFUHGLWUHFHLYHGE\WKHVSRXVHVRQWKHLUFRPELQHGWD[DWWULEXWHVDQGWKHQGLYLGH
WKHWRWDOFUHGLWHYHQO\EHWZHHQWKHP6HHVXSUDQRWH
 7KLVDQGWKHRWKHUH[DPSOHVLQ3DUW,,,&ELLJQRUHWKHLQIODWLRQDGMXVWPHQWVWR
WKHHDUQHGLQFRPHDPRXQWSKDVHRXWDPRXQWVDQGLQYHVWPHQWLQFRPHOLPLWXQGHUVHF
WLRQM
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DPRXQWZKLFKLVIRUDQLQGLYLGXDOZLWKRQHTXDOLI\LQJFKLOG
PXOWLSOLHGE\WKHFUHGLWSHUFHQWDJHZKLFKLVSHUFHQWIRUDQLQGL
YLGXDOZLWKRQHTXDOLI\LQJFKLOG7KLVLVWKHPD[LPXPFUHGLWWKDWDQ
LQGLYLGXDOZLWKRQHTXDOLI\LQJFKLOGFDQUHFHLYH7KXVWKH(,7&
KHUHLVQRWUHGXFHGE\WKHSKDVHRXWSHUFHQWDJHRIDQ\H[FHVVRIWKH
VSRXVHV·FRPELQHGDGMXVWHGJURVVLQFRPHRUFRPELQHGHDUQHGLQFRPH
LI JUHDWHU RYHU WKH SKDVHRXW DPRXQW &RQVHTXHQWO\ WKH VSRXVH
UHFHLYLQJWKH(,7&KHUHFRXOGGHWHUPLQHWKDWWKHVSRXVHV·FRPELQHG
DGMXVWHGJURVVLQFRPHRUFRPELQHGHDUQHGLQFRPHLIJUHDWHUGRHV
QRW H[FHHG WKH SKDVHRXW DPRXQW RI  6LQFH WKH VSRXVH
NQRZV WKDW KHU HDUQHG LQFRPH DQG DGMXVWHG JURVV LQFRPH DUH
VKHFDQGHWHUPLQHWKDWWKHRWKHUVSRXVH·VDGMXVWHGJURVV
LQFRPHDQGHDUQHGLQFRPHFDQQRWH[FHHG7KHVSRXVHUHFHLY
LQJWKH(,7&FDQDOVRGHWHUPLQHWKDWWKHRWKHUVSRXVH·VLQYHVWPHQW
LQFRPHGRHVQRWH[FHHG,IWKHVSRXVHLQVWHDGUHFHLYHVDQ
(,7&RIZKLFKLVEHORZWKHPD[LPXPFUHGLWDPRXQW
IRUDQLQGLYLGXDOZLWKRQHTXDOLI\LQJFKLOGWKHVSRXVHFDQGHWHU
PLQHWKDWHLWKHULWKHVSRXVHV·FRPELQHGDGMXVWHGJURVVLQFRPHRU
FRPELQHGHDUQHGLQFRPHLIJUHDWHULVDWOHDVWDQG
WKDW WKH JUHDWHU RI WKH RWKHU VSRXVH·V DGMXVWHG JURVV LQFRPH RU
HDUQHG LQFRPH LVDW OHDVW RU LL WKHRWKHUVSRXVH·V
LQYHVWPHQWLQFRPHH[FHHGV7KXVZKHUHWKHVSRXVHUHFHLYHV
HLWKHUWKHPD[LPXP(,7&RUQR(,7&WKHUHFLSLHQWFDQGHWHUPLQH
WKDWHOHPHQWVRIWKHRWKHUVSRXVH·VLQFRPHHLWKHUFDQQRWH[FHHGRU
DUHDWOHDVWHTXDOWRDFHUWDLQDPRXQWDVWKHFDVHPD\EH
,I LQ WKH H[DPSOH DERYH WKH VSRXVH UHFHLYHV DQ (,7& RI
ZKLFKLVEHORZWKHPD[LPXPFUHGLWDPRXQWIRU
DQLQGLYLGXDOZLWKRQHTXDOLI\LQJFKLOGWKHVSRXVHFDQGHWHUPLQH
WKDW WKH VSRXVHV· FRPELQHG DGMXVWHG JURVV LQFRPH RU FRPELQHG
HDUQHGLQFRPHLIJUHDWHUH[FHHGVWKHSKDVHRXWDPRXQWRI
 7KLVHTXDOVWKHSKDVHRXWDPRXQWRIIRULQGLYLGXDOVZLWKRQHTXDOLI\LQJ
FKLOGSOXVWKHLQFUHDVHLQWKHSKDVHRXWDPRXQWIRUWD[SD\HUVILOLQJDMRLQWUHWXUQ
6HHVXSUDQRWH$OWKRXJKDMRLQWUHWXUQLVQRWEHLQJILOHGE\WKHVSRXVHVLWLVDVVXPHG
WKDWWKHSURSRVHGPHDVXUHZRXOGEHDSSOLHGZLWKWKLVLQFUHDVHLQWKHSKDVHRXWDPRXQW
EHFDXVHWKHVSRXVHV·FRPELQHGDGMXVWHGJURVVLQFRPHLVXVHGWRGHWHUPLQHWKH(,7&
SKDVHRXWDVLQWKHFDVHRIDMRLQWUHWXUQ
 PLQXVHTXDOV
 7KHIDFWWKDWVKHUHFHLYHVDQ(,7&LQGLFDWHVWKDWWKHVSRXVHV·FRPELQHGLQYHVW
PHQWLQFRPHGRHVQRWH[FHHGWKHLQYHVWPHQWLQFRPHOLPLWRIDQGKHULQYHVWPHQW
LQFRPHLV
 7KHUHGXFWLRQLQWKHFUHGLWGLYLGHGE\WKHDSSOLFDEOHSKDVHRXWSHUFHQW
DJHRIHTXDOV7KHUHIRUHWKHVSRXVHV·FRPELQHGDGMXVWHGJURVVLQFRPH
RUFRPELQHGHDUQHGLQFRPHLIJUHDWHUH[FHHGVWKHSKDVHRXWDPRXQWRIE\DW
OHDVWDQGWKXVLVDWOHDVW
 6LQFHWKHVSRXVHNQRZVWKDWKHUHDUQHGLQFRPHDQGDGMXVWHGJURVVLQFRPHDUH
VKHFDQGHWHUPLQHWKDWWKHJUHDWHURIWKHRWKHUVSRXVH·VDGMXVWHGJURVVLQFRPH
RUHDUQHGLQFRPHLVDWOHDVWPLQXVHTXDOV
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E\DQGWKHUHIRUHHTXDOV6LQFHWKHVSRXVHNQRZV
WKDWKHUHDUQHGLQFRPHDQGDGMXVWHGJURVVLQFRPHDUHVKH
FDQGHWHUPLQHWKDWWKHJUHDWHURIWKHRWKHUVSRXVH·VDGMXVWHGJURVV
LQFRPHRUHDUQHG LQFRPH LV7KXVZKHUHDVSRXVHUH
FHLYHVDQ(,7&WKDWLVOHVVWKDQWKHPD[LPXPFUHGLWWKHUHFLSLHQW
FDQSUHFLVHO\GHWHUPLQHWKHJUHDWHURIWKHRWKHUVSRXVH·VDGMXVWHG
JURVVLQFRPHRUHDUQHGLQFRPH
LL3ROLF\$QDO\VLV
7KH LQIRUPDWLRQ LQGLUHFWO\ UHYHDOHG WR RQH VSRXVHDERXW WKH
RWKHUVSRXVH·VLQFRPHUDLVHVSULYDF\FRQFHUQV3ULYDF\LVQRWDQDE
VROXWHULJKWLQHLWKHUWKHWD[ODZFRQWH[WRUDQ\RWKHUOHJDOFRQWH[W
DVLPSRUWDQWJRYHUQPHQWDOSROLFLHVMXVWLI\DQGOHJLWLPDWHFHUWDLQ
LQIULQJHPHQWVRQSULYDF\7KXV LQJHQHUDODSHUVRQ·V ULJKW WR
 7KHUHGXFWLRQLQWKHFUHGLWGLYLGHGE\WKHDSSOLFDEOHSKDVHRXWSHUFHQW
DJHRIHTXDOV
 PLQXVHTXDOV7KHVSRXVHUHFHLYLQJWKH(,7&FDQDOVR
GHWHUPLQHWKDWWKHRWKHUVSRXVH·VLQYHVWPHQWLQFRPHGRHVQRWH[FHHG6HHVXSUD
QRWH
 ,IDVSRXVH·V(,7&LVGHWHUPLQHGXQGHUWKHSURSRVHGPHDVXUH³E\XVLQJWKHFRP
ELQHG WD[DWWULEXWHVRIERWKVSRXVHV WRGHWHUPLQHD WRWDO FUHGLW WKDW LV WKHQGLYLGHG
HYHQO\EHWZHHQWKHVSRXVHVVHHVXSUDQRWH³DVSRXVHUHFHLYLQJDQ(,7&FDQVLPLODUO\
XVHKHUDPRXQWRIHDUQHGLQFRPHDQGDGMXVWHGJURVVLQFRPHWRLQIHULQIRUPDWLRQDERXW
WKHRWKHUVSRXVH·VDGMXVWHGJURVVLQFRPHDQGHDUQHGLQFRPH+RZHYHUDVFRPSDUHGWRWKH
UHVXOWVXQGHUWKHVFKHPHIRUGHWHUPLQLQJWKH(,7&GLVFXVVHGDERYHWKHFRQFOXVLRQV
ZRXOGEHOHVVFHUWDLQZKHUHOHVVWKDQWKHPD[LPXPFUHGLWLVUHFHLYHGSURYLGHGWKHVSRXVH
UHFHLYLQJWKHFUHGLWKDVHDUQHGLQFRPHWKDWLVOHVVWKDQWKHHDUQHGLQFRPHDPRXQW)RU
H[DPSOHDVVXPHWKDWDVSRXVHKDVRIHDUQHGLQFRPHDQGDGMXVWHGJURVVLQFRPHQR
LQYHVWPHQWLQFRPHRQHTXDOLI\LQJFKLOGEHWZHHQKHUDQGKHUVSRXVHDQGSXUVXDQW
WRWKHSURSRVHGPHDVXUHUHFHLYHVDQ(,7&RI.QRZLQJWKDWWKHWRWDO(,7&UH
FHLYHGE\WKHVSRXVHVLVGLYLGHGHYHQO\EHWZHHQWKHPWKHVSRXVHFDQGHWHUPLQHWKDWWKH
WRWDOFUHGLWUHFHLYHGE\WKHVSRXVHVLV$(,7&FDQEHSURGXFHGE\HDUQHG
LQFRPHRI³WKHFUHGLWSHUFHQWDJHIRURQHTXDOLI\LQJFKLOG³RI
LVSURYLGHGWKDWDGMXVWHGJURVVLQFRPHGRHVQRWH[FHHGDQGWKXVWKH
OLPLWRQWKH(,7&LVQRWOHVVWKDQRIWKHHDUQHGLQFRPHDPRXQWIRU
RQHTXDOLI\LQJFKLOGUHGXFHGE\WKHSKDVHRXWSHUFHQWDJHIRURQHTXDOLI\LQJFKLOG
RIWKHH[FHVVRIRYHUWKHSKDVHRXWDPRXQWIRURQHTXDOLI\LQJFKLOG
HTXDOV6LQFHWKHVSRXVHNQRZVWKDWKHUHDUQHGLQFRPHDQGDGMXVWHGJURVVLQFRPH
LVVKHPD\FRQFOXGHWKDWWKHRWKHUVSRXVHKDVHDUQHGLQFRPHRIDQGDGMXVWHG
JURVVLQFRPHRIQRPRUHWKDQ+RZHYHUWKHUHLVDQRWKHUSRVVLELOLW\DQ(,7&
RIFDQDOVREHSURGXFHGE\HDUQHGLQFRPHRIDWOHDVWSURYLGHGWKDWWKH
JUHDWHURIDGMXVWHGJURVVLQFRPHRUHDUQHGLQFRPHLV7RH[SODLQZLWKHDUQHG
LQFRPHEHLQJDWOHDVWHTXDOWRWKHHDUQHGLQFRPHDPRXQWRIWKH(,7&ZLOOEH
EDVHGRQWKHOLPLWIRUGHWHUPLQLQJWKHFUHGLW:LWKWKHJUHDWHURIDGMXVWHGJURVVLQFRPH
RUHDUQHGLQFRPHHTXDOLQJWKH OLPLWRQWKH(,7&LV7KHUHIRUH WKH
VSRXVHPD\DOWHUQDWLYHO\FRQFOXGHWKDWWKHRWKHUVSRXVHKDVDWOHDVWRIHDUQHG
LQFRPHDQGWKDWWKHJUHDWHURIWKHRWKHUVSRXVH·VDGMXVWHGJURVVLQFRPHRUHDUQHGLQFRPH
LV&RQVHTXHQWO\DVSRXVHLQWKLVVLWXDWLRQZRXOGRQO\EHDEOHWRFRQFOXGHWKH
UHVXOWVWKDWWKHWZRSRVVLELOLWLHVKDYHLQFRPPRQWKDWWKHRWKHUVSRXVHKDVHDUQHGLQ
FRPHRIDWOHDVWDQGDGMXVWHGJURVVLQFRPHRUHDUQHGLQFRPHZKLFKHYHULV
JUHDWHURIQRPRUHWKDQ
 6HHLQIUDQRWHDQGDFFRPSDQ\LQJWH[W
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SULYDF\ LQ D SDUWLFXODU VLWXDWLRQ LV RIWHQ JRYHUQHG E\ ZHLJKLQJ
FHUWDLQIDFWRUVZKLFKLQFOXGHWKHQDWXUHDQGH[WHQWRIWKHSULYDF\
LQWUXVLRQDQGWKHJRYHUQPHQW·VVSHFLILFLQWHUHVWWKDWLVIXUWKHUHGE\
VXFKLQWUXVLRQ:LWKLQWKHQDUURZHUFRQWH[WRIWD[SULYDF\WKH
LPSDFWRIJRYHUQPHQWGLVFORVXUHRIWD[SD\HULQIRUPDWLRQRQFRPSOL
DQFHZLWKWKHYROXQWDU\DVVHVVPHQWV\VWHPLVDOVRFRQVLGHUHG
:LWK UHJDUG WR WKH H[WHQW DQG QDWXUH RI SULYDF\ LQWUXVLRQV
XQGHUWKHSURSRVHGJHQHUDOUXOHDVGHPRQVWUDWHGDERYHWKHLQIRU
PDWLRQLQGLUHFWO\UHYHDOHGDERXWWKHRWKHUVSRXVH·VLQFRPHPD\EH
QRQVSHFLILFWKDWLVWKDWWKHRWKHUVSRXVH·VDGMXVWHGJURVVLQFRPHRU
HDUQHGLQFRPHRULQYHVWPHQWLQFRPHIDOOVZLWKLQDFHUWDLQUDQJH
+RZHYHUZKHUHWKHVSRXVHUHFHLYHVDQ(,7&WKDWLVOHVVWKDQWKH
PD[LPXPFUHGLWWKHVSRXVHFDQSUHFLVHO\GHWHUPLQHWKHJUHDWHURI
WKHRWKHUVSRXVH·VDGMXVWHGJURVVLQFRPHRUHDUQHGLQFRPH,QQR
FDVHLVWKHVRXUFHRUWKHQDWXUHRIWKHLQFRPHUHYHDOHGDQGLQQR
FDVHLVLQIRUPDWLRQRQRWKHUWD[DWWULEXWHVVXFKDVGHGXFWLRQVDQG
FUHGLWVJHQHUDOO\UHYHDOHG
 6HHHJ0DU\ODQGY.LQJ6&WTXRWLQJ:\RPLQJY
+RXJKWRQ 86    DGGUHVVLQJ WKH FRQVWLWXWLRQDOLW\ RI WDNLQJ DQG
DQDO\]LQJDFKHHNVZDERIDQDUUHVWHH·V'1$E\ZHLJKLQJ´ ¶WKHSURPRWLRQRIOHJLWLPDWH
JRYHUQPHQWDOLQWHUHVWV·DJDLQVW¶WKHGHJUHHWRZKLFK>WKHVHDUFK@LQWUXGHVXSRQDQLQGL
YLGXDO·VSULYDF\· µ'RZQLQJY.XQ]LJ)GWK&LUDGGUHVVLQJ
WKHFRQVWLWXWLRQDOLW\RILQVSHFWLQJLQGLYLGXDOV·SDFNDJHVXSRQHQWHULQJIHGHUDOEXLOGLQJV
E\FRQVLGHULQJ´ WKHWKUHDWWRIHGHUDOSURSHUW\DVZHOODVWRWKHVDIHW\RIIHGHUDOSHUVRQQHO
SHUIRUPLQJHVVHQWLDOIXQFWLRQVRI*RYHUQPHQWµ,563XEO·Q2FW>KHUHLQ
DIWHU'LVFORVXUH	3ULYDF\/DZ5HIHUHQFH*XLGH@3DJHWKHUHLQUHIHUVWR&RQJUHVV·V
UHDVRQVIRUDPHQGLQJVHFWLRQLQZKLFKLQFOXGHGDQDWWHPSWWREDODQFHWKH
LQWHUHVWVRIWKHJRYHUQPHQWDQGWKHFLWL]HQ·VULJKWWRSULYDF\,WVKRXOGEHSRLQWHGRXW
WKDWWKHLQIRUPDWLRQLQGLUHFWO\UHYHDOHGXQGHUWKHSURSRVHGJHQHUDOUXOHVKRXOGQRWUDLVH
DQ\FRQVWLWXWLRQDOLVVXHVJLYHQWKDWWKH,56DWKLUGSDUW\LVDOUHDG\KROGLQJWKLVLQIRU
PDWLRQ,QWKLVUHJDUGVHFWLRQSHUPLWVWKH,56WRGLVFORVHUHWXUQLQIRUPDWLRQWR
RWKHUSHUVRQVLQFHUWDLQVLWXDWLRQV6HHHJ,5&HLQIUDQRWHDQG
DFFRPSDQ\LQJWH[W1HYHUWKHOHVVWKHFRXUWV·DSSURDFKWRGHWHUPLQLQJWKHFRQVWLWXWLRQ
DOLW\RIFHUWDLQSULYDF\LQWUXVLRQVDUHLQVWUXFWLYHDVDPDWWHURISROLF\RQZKHQSULYDF\
LQWUXVLRQVVKRXOGRUVKRXOGQRWEHSHUPLWWHG
 6HHHJ'LVFORVXUH	3ULYDF\/DZ5HIHUHQFH*XLGHVXSUDQRWHDWUHIHUULQJ
WR&RQJUHVV·VUHDVRQVIRUDPHQGLQJVHFWLRQLQ,QWKLVUHJDUGWKHUHLVFRQ
WURYHUV\DPRQJWD[VFKRODUVDVWRZKHWKHUWD[SD\HUSULYDF\LVHVVHQWLDOWRSURPRWHDQG
DFKLHYHWD[SD\HUFRPSOLDQFHRUZKHWKHUWKHRSSRVLWH³GLVFORVXUH³LVHVVHQWLDOWRSURPRWH
FRPSOLDQFH6HHHJ-RVKXD'%ODQN,Q'HIHQVHRI,QGLYLGXDO7D[3ULYDF\(025<
/-²FRPSDULQJDWD[SULYDF\WKHRU\ZLWKSXEOLFDFFHVVWKHRULHVIRU
LPSURYLQJWD[FRPSOLDQFH
 6HHVXSUDQRWHV²DQGDFFRPSDQ\LQJWH[W$VQRWHGSUHYLRXVO\XQGHUDQ
DOWHUQDWLYHVFKHPHIRUFDOFXODWLQJ(,7&VDVSRXVHUHFHLYLQJWKHFUHGLWFRXOGGHWHUPLQH
WKDWWKHRWKHUVSRXVH·VLQFRPHIDOOVZLWKLQDFHUWDLQUDQJH6XSUDQRWH
 6XSUDQRWHV²DQGDFFRPSDQ\LQJWH[W
 7KHVHZRXOGEHFUHGLWVRWKHUWKDQWKH(,7&LIHDFKVSRXVHV·(,7&LVGHWHUPLQHG
E\ILUVWFRPSXWLQJDWRWDO(,7&EDVHGRQWKHLUFRPELQHGWD[DWWULEXWHVDQGWKHQVSOLW
WLQJWKHDPRXQWHTXDOO\EHWZHHQWKHVSRXVHV6XSUDQRWH
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7KH SRWHQWLDO SULYDF\ LQYDVLRQV WKDW FRXOG DULVH XQGHU WKH
SURSRVHGUXOHHDFKLQYROYHUHYHDOLQJLQGLUHFWO\WRRQHVSRXVHFHUWDLQ
OLPLWHG WD[ DWWULEXWHV RI WKH RWKHU VSRXVH DV VXFK D WD[SD\HU·V
LQIRUPDWLRQLVQRWGLVFORVHGWRDQXQUHODWHGWD[SD\HUEXWLQVWHDG
DQ\GLVFORVXUHRIWD[SD\HULQIRUPDWLRQZRXOGRFFXUEHWZHHQWKHWZR
VSRXVHV$OWKRXJKPDUULHGLQGLYLGXDOVZKRILOHVHSDUDWHUHWXUQVDUH
VHSDUDWHWD[SD\HUVIRUSXUSRVHVRIWKHWD[ ODZDQGLWVDWWHQGDQW
SULYDF\FRQFHUQVVXFKLQGLYLGXDOVZRXOGVHHPWRKDYHORZHUH[SHF
WDWLRQVRISULYDF\EHWZHHQWKHPVHOYHVZKHUHWKH\DUHPHPEHUVRI
WKHVDPHKRXVHKROG$VVSRXVHVVKDULQJDUHVLGHQFHDUHWKHPRVW
OLNHO\WREHQHILWIURPWKHDGGLWLRQDOILOLQJRSWLRQXQGHUWKHSURSRVHG
UXOHWKHSULYDF\LQWUXVLRQZRXOGQRWVHHPVXEVWDQWLDO
7KHJRYHUQPHQWDOLQWHUHVWWKDWXQGHUOLHVWKHSURSRVHGJHQHUDO
UXOHRQWKHRWKHUKDQGLVVLJQLILFDQWDQGLWOLNHO\ZRXOGEHVXIILFLHQW
WRMXVWLI\DQLQYDVLRQRIWKHDEXVLYHVSRXVH·VSULYDF\$VSUHYL
RXVO\GLVFXVVHGWKHSURSRVHGPHDVXUHLVGHVLJQHGWRSURPRWHDQ
DEXVHGVSRXVH·VILQDQFLDOLQGHSHQGHQFHDQGDWWKHVDPHWLPHSUH
YHQWWD[LQFHQWLYHVIURPXQGXO\LQIOXHQFLQJKHUXOWLPDWHGHFLVLRQRI
ZKHWKHUWRGLYRUFHRUOHDYHDWWKHH[SHQVHRIPRUHVDOLHQWFRQVLGHU
DWLRQV³QDPHO\SHUVRQDODQGIDPLO\ZHOOEHLQJ,QDGGLWLRQWKH
IHDWXUHRIWKHSURSRVHGUXOHWKDWEDVHVWKHFUHGLWRQWKHVSRXVHV·
FRPELQHGLQFRPHRSHUDWHVWRSUHYHQWVSRXVHVZLWKDJJUHJDWHLQFRPH
LQH[FHVVRIWKHSKDVHRXWDPRXQWIURPUHFHLYLQJWKHFUHGLW
$QDQDORJRXVVLWXDWLRQLQZKLFKDQLPSRUWDQWJRYHUQPHQWDO
LQWHUHVW MXVWLILHV DQ LQWUXVLRQ RQ WD[SD\HU SULYDF\ DULVHV GXULQJ
DGPLQLVWUDWLRQRIWKHNLGGLHWD[7RWKHH[WHQWQHFHVVDU\IRUD
FKLOGWRFRPSO\ZLWKWKLVWD[WKHFKLOGRUWKHFKLOG·VOHJDOUHSUHVHQ
WDWLYHKDVWKHULJKWWRLQVSHFWWKHUHWXUQILOHGE\WKHFKLOG·VSDUHQWV
RQKLVEHKDOI7KHSXEOLFSROLF\UHDVRQZKLFKMXVWLILHVWKHDWWHQ
GDQWSULYDF\LQWUXVLRQLQWKLVFRQWH[WLVWRJXDUGDJDLQVWDIRUPRI
 6HH0LOOHUY%URRNV6(G1&&W$SSVWDWLQJWKDW´>D@O
WKRXJKDSHUVRQ·VUHDVRQDEOHH[SHFWDWLRQRISULYDF\PLJKWLQVRPHFDVHVEHOHVVIRU
PDUULHGSHUVRQVWKDQIRUVLQJOHSHUVRQVVXFKLVQRWWKHFDVHKHUHZKHUHWKHVSRXVHVZHUH
HVWUDQJHGDQGOLYLQJVHSDUDWHO\µ
 ,IWKHVSRXVHVZHUHOLYLQJDSDUWDVRIWKHHQGRIWKHWD[DEOH\HDUWKHQDPRGLILHG
UXOHFRXOGEHH[WHQGHGWRVXFKWD[SD\HUV,QIUD3DUW,,,'
 ,IERWKVSRXVHVZHUHHOLJLEOHWRFODLPWKH(,7&XQGHUWKHSURSRVHGJHQHUDOUXOH
VXSUD3DUW,,,&FWKHQXSRQUHFHLSWRIWKHFUHGLWUHIXQGWKHDEXVLYHVSRXVHZRXOG
DOVRLQGLUHFWO\UHFHLYHLQFRPHLQIRUPDWLRQDERXWWKHRWKHUVSRXVH+RZHYHUXQOHVVWKH
VSRXVHVKDYHWKHULJKWWRFODLPWKH(,7&RQPDUULHGILOLQJVHSDUDWHUHWXUQVZLWKRXWD
FHUWLILFDWLRQRIGRPHVWLFDEXVHVXSUDQRWHV²DQGDFFRPSDQ\LQJWH[WWKHGHFLVLRQ
WRFHUWLI\WKHRFFXUUHQFHRIVXFKDEXVHZRXOGUHVWZLWKWKHDEXVHGVSRXVHDQG WKXV
ZRXOGLQGLFDWHKHUFRQVWUXFWLYHFRQVHQWWRDQ\SULYDF\LQWUXVLRQ
 6XSUD3DUW,,,&D
 6XSUD3DUW,,,&E
 ,5&JVXSUDQRWHDQGDFFRPSDQ\LQJWH[W
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
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WD[HYDVLRQDFFRPSOLVKHGE\WUDQVIHUULQJLQFRPHSURGXFLQJSURS
HUW\DQGWKHUHE\VKLIWLQJLQYHVWPHQWLQFRPHIURPSDUHQWVWRWKHLU
FKLOGUHQ³DSROLF\WKDWGRHVQRWVHHPGHPRQVWUDEO\PRUHLPSRU
WDQWWKDQWKHSROLF\VXSSRUWLQJWKHSURSRVHGJHQHUDOUXOH0RUHRYHU
WKHSULYDF\LQWUXVLRQDWWHQGDQWWRDGPLQLVWHULQJWKHNLGGLHWD[LV
JUHDWHUWKDQWKDWZKLFKZRXOGRFFXU LQFRQQHFWLRQZLWKWKHSUR
SRVHGPHDVXUHDFFHVVWRGHWDLOHGDQGSUHFLVHLQIRUPDWLRQFRQFHUQ
LQJDSDUHQW·VWD[DEOHLQFRPHLVUHTXLUHGIRUDFKLOGWRFRPSO\ZLWK
WKHNLGGLHWD[)XUWKHUPRUHDKLJKHUH[SHFWDWLRQRISULYDF\OLNHO\
H[LVWVEHWZHHQSDUHQWVDQGWKHLUFKLOGUHQWKDQEHWZHHQVSRXVHV
HYHQZKHQWKHPDUULDJH LV WDLQWHGE\GRPHVWLFDEXVHJLYHQ WKH
LQWLPDWHUHODWLRQVKLSWKDWRIWHQH[LVWV
'0RGLILFDWLRQIRU6SRXVHV/LYLQJ$SDUWDW(QGRI<HDU(,7&
(OLJLELOLW\IRU0DUULHG)LOLQJ6HSDUDWHO\:LWKRXW&RPELQLQJ
,QFRPHRI6SRXVHVIRU(,7&'HWHUPLQDWLRQ
:KHUHWKHVSRXVHVDUHOLYLQJDSDUWDVRIWKHODVWGD\RIDWD[
DEOH\HDUDPRGLILHGUXOHDOORZLQJWKHDEXVHGVSRXVHWRFODLPWKH
(,7&RQDVHSDUDWHUHWXUQEXWZLWKRXWFRPELQLQJWKHLQFRPHRIWKH
VSRXVHV IRU SXUSRVHV RI FDOFXODWLQJ WKH FUHGLW VKRXOG EH FRQVLG
HUHG7KXVXQGHUWKHSURSRVHGPRGLILFDWLRQRQO\LQFRPHRIWKH
DEXVHGVSRXVHZRXOGEHXVHGWRGHWHUPLQH(,7&HOLJLELOLW\
 67$))2)7+(-2,17&200·1217$;$7,217+&21**(1(5$/(;3/$1$7,21
2)7+(7$;5()250$&72)DW
 6HH,5&J+RZHYHUWKHHQWLUHUHWXUQZLOOQRWQRUPDOO\EHPDGHDYDLODEOH
WRDFKLOGPDNLQJDUHTXHVWXQGHUVHFWLRQH$LLLEHFDXVHWKHHQWLUHUHWXUQZRXOG
QRWEHQHFHVVDU\WRFRPSO\ZLWKVHFWLRQJLQPRVWFDVHV6HH'LVFORVXUH	3ULYDF\/DZ
5HIHUHQFH*XLGHVXSUDQRWHDW
 6XSUDQRWH$QRWKHUDQDORJRXVVLWXDWLRQSHUPLWWLQJDWD[SD\HUSULYDF\LQWUX
VLRQLVZKHUHWZRSDUHQWVZKRGRQRWILOHDMRLQWUHWXUQHDFKFODLPWKHVDPHTXDOLI\LQJ
FKLOGDQGXQGHUWKHWLHEUHDNHUUXOHVWKH,56WUHDWVWKHFKLOGDVWKHTXDOLI\LQJFKLOGRI
WKHSDUHQWZLWKWKHKLJKHVWDGMXVWHGJURVVLQFRPHIRUWKH\HDU6XSUDQRWHV²DQG
DFFRPSDQ\LQJWH[W7KURXJKWKH,56H[DPLQDWLRQSURFHVVDSDUHQWPD\GLVFRYHUE\LP
SOLFDWLRQWKDWWKHRWKHUSDUHQW·VDGMXVWHGJURVVLQFRPHLVHLWKHUKLJKHURUORZHU
 ,WVKRXOGEHSRLQWHGRXWWKDWHYHQWKRXJKWKHVSRXVHVZRXOGEHOLYLQJDSDUWRQ
WKHODVWGD\RIWKHWD[DEOH\HDUWKHUHVWLOOPD\EHREVWDFOHVWRFODLPLQJWKH(,7&LQD
UHWXUQILOHGDVDVLQJOHWD[SD\HURUKHDGRIKRXVHKROG5HJDUGLQJWKHODWWHUKHDGRI
KRXVHKROGVWDWXVIRUDVSRXVHPD\QRWEHSRVVLEOHIRUWKHSDUWLFXODU\HDUEHFDXVHWKH
VSRXVHVPD\QRWKDYHOLYHGDSDUWIRUWKHODVWVL[PRQWKVRIWKH\HDURUWKHVSRXVHVHHN
LQJVXFKVWDWXVPD\QRWKDYHDGHSHQGHQWFKLOG6HHHJVXSUDQRWHDQGDFFRP
SDQ\LQJWH[W,WLVDOVRZRUWKQRWLQJWKDWWKHXQGHVLUDELOLW\RIILOLQJDMRLQWUHWXUQZLWK
DQDEXVLYHVSRXVHPD\EHHYHQJUHDWHUZKHUHWKHVSRXVHVDUHOLYLQJDSDUWDWWKHHQGRIWKH
SDUWLFXODU\HDU7KLVLVEHFDXVHDQLQGLYLGXDOVXEMHFWHGWRGRPHVWLFDEXVHZKRLVOLYLQJ
DSDUWIURPKHUVSRXVHPD\IHDUFRQWDFWLQJWKHDEXVLYHVSRXVHIRUSXUSRVHVRIILOLQJD
MRLQWUHWXUQEHFDXVHRIDULVNRILQMXU\RUWUDXPDVXFKFRQWDFWPD\DOVREHOHJDOO\SUR
KLELWHGLIWKHDEXVLYHVSRXVHLVVXEMHFWWRDUHVWUDLQLQJRUGHU6HH,561RWLFH
,5%VHHDOVR3DUHMD3UHPLXP7D[&UHGLWVXSUDQRWHDW
 *LYHQWKDW(,7&VFDQEHODUJHUXQGHUWKHPRGLILHGUXOHFRPSDUHGWRWKHJHQHUDO
UXOHDVVSRXVDOLQFRPHLVQRWFRPELQHGIRUSXUSRVHVRIWKH(,7&SKDVHRXWXQGHUWKH
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5DWLRQDOH
7KHSROLF\UDWLRQDOHIRUFRPELQLQJVSRXVDOLQFRPHXQGHUWKH
SURSRVHGJHQHUDOUXOHLVWKDWHDFKVSRXVHSUHVXPDEO\EHQHILWVIURP
WKHFRPELQHGLQFRPHWKXVEDVLQJWKH(,7&RQHDFKVSRXVH·VVHSD
UDWHLQFRPHFRXOGUHVXOWLQFUHGLWVEHLQJLVVXHGWRVSRXVHVZKRDUH
QRWLQSUDFWLFDOWHUPVORZLQFRPHWD[SD\HUV+RZHYHUZKHUHWKH
VSRXVHVDUHOLYLQJDSDUWDVRIWKHODVWGD\RIWKHWD[DEOH\HDUWKLV
SROLF\UDWLRQDOHGRHVQRWDSSO\ZLWKHTXDOIRUFH:KHUHVSRXVHVDUH
OLYLQJ DSDUW WKHUH LVPXFK OHVV LQGLFDWLRQ WKDW LQFRPH LV EHLQJ
SRROHGDQGVKDUHG2IFRXUVHVLPSO\OLYLQJDSDUWRQWKHODVWGD\RI
WKHWD[DEOH\HDUGRHVQRWHQVXUHWKDWWKHVSRXVHVGLGQRWSRRODQG
VKDUHDVXEVWDQWLDOSRUWLRQRIWKHLULQFRPHGXULQJWKHSUHYLRXVWZHOYH
PRQWKV 1RQHWKHOHVV OLYLQJ VHSDUDWH DQG DSDUW LV D UHDVRQDEOH
SUR[\IRUD ODFNRIVXFKLQFRPHVKDULQJDVWKHVH OLYLQJDUUDQJH
PHQWVFRXOGVXJJHVWWKDWDVHULRXVEUHDNGRZQLQWKHUHODWLRQVKLS
RFFXUUHGPDQ\PRQWKVSULRUZKLFKLQWXUQFRXOGVXJJHVWDODFNRI
LQFRPHVKDULQJGDWLQJEDFNWRWKDWHDUOLHUWLPH7KHUHIRUHDPRGL
ILHG UXOH XQGHU ZKLFK (,7& HOLJLELOLW\ LV EDVHG RQ WKH DEXVHG
VSRXVH·V LQFRPHDORQHVHHPVDSSURSULDWHZKHUH WKHVSRXVHVDUH
OLYLQJDSDUWDVRIWKHODVWGD\RIDWD[DEOH\HDUDVOHVVHYLGHQFH
H[LVWVRILQFRPHVKDULQJ
$OWHUQDWLYHO\(,7&FODLPVXQGHUWKHPRGLILHGUXOHFRXOGEH
UHVWULFWHGWRWKRVHFDVHVLQZKLFKWKHVSRXVHVZHUHOLYLQJDSDUWIRU
WKHHQWLUHWD[DEOH\HDUWKLVYDULDWLRQZRXOGEHWWHUSROLFHDJDLQVW
PRGLILHGUXOHWD[SD\HUVPD\WU\WRWDNHDGYDQWDJHRIWKHPRGLILHGUXOHWRUHFHLYHRU
LQFUHDVH(,7&V7RSUHYHQWWKLVDQDEXVHGVSRXVHPXVWEHOLYLQJDSDUWIURPKHUVSRXVH
RQWKHODVWGD\RIWKHWD[DEOH\HDUDQGSURYLGHFOHDUDQGFRQYLQFLQJHYLGHQFHWRHVWDEOLVK
WKLVIDFWEHIRUHVKHPD\TXDOLI\IRUWKHFUHGLWXQGHUWKHPRGLILHGSURYLVLRQ&I7UHDV5HJ
ESURYLGLQJWKDWVSRXVHVPXVWPDLQWDLQVHSDUDWHSODFHVRIDERGH
IRUWKHUHTXLVLWHWLPHDVDUHTXLUHPHQWWREHFRQVLGHUHG´QRWDPHPEHURIWKHKRXVHKROG
GXULQJDWD[DEOH\HDUµ,QWKLVUHJDUGDWHPSRUDU\DEVHQFHGXHWRVSHFLDOFLUFXPVWDQFHV
HJLOOQHVVHGXFDWLRQEXVLQHVVYDFDWLRQRUPLOLWDU\VHUYLFHIURPDFRPPRQDERGHRI
ERWKVSRXVHVVKRXOGEHGLVUHJDUGHG&ILGSURYLGLQJWKLVLQFRQQHFWLRQZLWKZKHWKHU
VSRXVHVKDYHVHSDUDWHSODFHVRIDERGHIRUWKHUHTXLVLWHWLPHLQRUGHUWREHFRQVLGHUHG
XQPDUULHGDFFRUG,563XEO·QDW
 6XSUD3DUW,,,&E
 ,QWKLVUHJDUGZKLOHWKHFUHGLWIRUWKHHOGHUO\RUGLVDEOHGJHQHUDOO\FDQQRWEH
FODLPHGRQDPDUULHGILOLQJVHSDUDWHUHWXUQDQH[FHSWLRQDSSOLHVLIWKHVSRXVHVOLYHDSDUW
IRUWKHHQWLUHWD[DEOH\HDU,5&H/LNHZLVHDPDUULHGLQGLYLGXDOILOLQJ
DVHSDUDWHUHWXUQFDQQRWXVHWKHH[FHSWLRQWRWKHSDVVLYHDFWLYLW\ORVVUXOHVIRUUHQWDO
UHDOHVWDWHDFWLYLWLHVZLWKDFWLYHSDUWLFLSDWLRQLIWKHLQGLYLGXDOGRHVQRWOLYHDSDUWIURP
KHUVSRXVHDWDOOWLPHVGXULQJWKHSDUWLFXODU\HDU,GL%$OVRUHOHYDQWDUH
WD[UXOHVWKDWSURYLGHWKHVDPHEHQHILWVWRVSRXVHVZKROLYHDSDUWIRUDQHQWLUHWD[DEOH
\HDUDVFRPSDUHGWRWKRVHZKRDUHQRWPDUULHG)RUH[DPSOH5HY3URFZKLFK
IRUSXUSRVHVRIDSSO\LQJIDFWRUVIRUJUDQWLQJHTXLWDEOHLQQRFHQWVSRXVHUHOLHIXQGHUVHF
WLRQIWUHDWVDVSRXVHUHTXHVWLQJVXFKUHOLHIDVQRWPDUULHGLIVKHZDVQRWDPHPEHU
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
LQFRPHVKDULQJDQGHQVXUHWKDWVSRXVHVQRWHQWLWOHGWRWKHFUHGLW
DUHQRWUHFHLYLQJLW$VDVLJQLILFDQWSHUFHQWDJHRIPDUULHGFRXSOHV
PRVWO\ORZLQFRPHFKRRVHWROLYHLQVHSDUDWHKRXVHKROGVIRUPDQ\
\HDUVEHIRUHREWDLQLQJDGLYRUFHRUOHJDOVHSDUDWLRQWKLVYDULDWLRQ
RQWKHPRGLILHGUXOHZRXOGDOORZWKHVHLQGLYLGXDOVWRFODLP(,7&V
WKDWEHWWHUUHIOHFWWKHLUDYDLODEOHLQFRPH
2WKHUFRQVLGHUDWLRQVPD\DOVRFRXQVHODJDLQVWFRPELQLQJWKH
LQFRPHRIWKHVSRXVHVIRUSXUSRVHVRIGHWHUPLQLQJWKH(,7&LQWKH
FLUFXPVWDQFHVFRYHUHGE\WKHPRGLILHGUXOH8QGHUWKHXQPRGLILHG
YHUVLRQRIWKHSURSRVHGJHQHUDOUXOHDQDEXVHGVSRXVHZKRLVOLYLQJ
DSDUWIURPWKHDEXVLYHVSRXVHDWWKHHQGRIWKH\HDUPD\SUHIHUWR
ILOHDMRLQWUHWXUQZLWKKHUVSRXVHUDWKHUWKDQFODLPWKH(,7&RQD
VHSDUDWHUHWXUQLQRUGHUWRDYRLGWKHOLNHO\SURFHVVLQJGHOD\V,Q
DGGLWLRQWRWKHXQDYRLGDEOHGHOD\VFDXVHGE\LQFUHDVHG,56RYHU
VLJKWGHOD\VPLJKWEHH[DFHUEDWHGE\DQXQFRRSHUDWLYHVSRXVHZKR
ILOHVODWHRUQRWDWDOO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RSWLRQQRZWRFODLPWKH(,7&RQDPDUULHGILOLQJVHSDUDWHUHWXUQ
2QWKHRWKHUKDQGDQDEXVLYHVSRXVH·VUHFHLSWRIDQ(,7&UHIXQG
WKDWZDVVHSDUDWHO\FODLPHGE\WKHDEXVHGVSRXVHZRXOGVHUYHDV
FRQVWUXFWLYHQRWLFHWKDWWKHDEXVHGVSRXVHFHUWLILHGWKHRFFXUUHQFH
RIGRPHVWLFDEXVH³DQHFHVVDU\SUHUHTXLVLWHLIWKHDEXVLYHVSRXVH
LVSHUPLWWHGWRFODLPRUUHFHLYHWKH(,7&³DQGVXFKQRWLFHFRXOG
HQGDQJHUWKHDEXVHGVSRXVHIXUWKHU
$ IHZDGGLWLRQDOSRLQWV FDQEHPDGHKHUH ,Q WKH VLWXDWLRQV
FRYHUHGE\WKHFRQVLGHUHGPRGLILFDWLRQWKHSRWHQWLDOGDQJHUWRWKH
VSRXVH VXEMHFWHG WR GRPHVWLF DEXVHPD\QRW EH DV JUHDW DV WKDW
SRVHGE\WKHVLWXDWLRQVFRYHUHGXQGHUWKHSURSRVHGJHQHUDOUXOH
JLYHQWKDWWKHVSRXVHVZRXOGEHOLYLQJDSDUWDWOHDVWDVRIWKHODVW
GD\RIWKHWD[DEOH\HDU+RZHYHUWKHUHLVVWLOOWKHFRQFHUQWKDWWKH
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DEXVLYHVSRXVHPD\UHWDOLDWHDJDLQVWWKHDEXVHGVSRXVHIRUFHUWLI\
LQJWKDWGRPHVWLFDEXVHKDGRFFXUUHG,QDGGLWLRQGHQ\LQJWKH
DEXVLYHVSRXVHWKHDELOLW\WRVHSDUDWHO\FODLPWKH(,7&LQWKHVLWX
DWLRQVFRYHUHGE\WKHPRGLILHGUXOHZRXOGOLNHO\EHHDVLHUWRRYHU
FRPHWKDQVXFKGHQLDOLQWKHVLWXDWLRQVFRYHUHGE\WKHJHQHUDOUXOH
EHFDXVHWKHVSRXVHVZRXOGEHOLYLQJDSDUWDWWKHHQGRIWKH\HDULW
ZRXOGEHPRUHOLNHO\WKDWWKHDEXVLYHVSRXVHFRXOGTXDOLI\DVDKHDG
RIKRXVHKROG1RQHWKHOHVVDVZLWKWKHVSRXVHVXEMHFWHGWRGRPHVWLF
DEXVHKHDGRIKRXVHKROGVWDWXVPD\VWLOOEHGLIILFXOWWRDFKLHYH
$SRVVLEOHVROXWLRQWKDWZDVRIIHUHGLQWKHFRQWH[WRIWKHSUR
SRVHGJHQHUDO UXOH³SHUPLWWLQJPDUULHG LQGLYLGXDOV WR FODLP WKH
(,7&RQPDUULHGILOLQJVHSDUDWHUHWXUQVZLWKRXWDFHUWLILFDWLRQRI
GRPHVWLFDEXVH³PD\EHSUREOHPDWLFLQWKHFRQWH[WRIWKHPRGLILFD
WLRQXQGHUFRQVLGHUDWLRQ7KLVLVEHFDXVHXQOLNHWKHSURSRVHGJHQHUDO
UXOHVSRXVHVFRXOGDFKLHYHDODUJHUWRWDO(,7&XQGHUWKHPRGLILHG
UXOHYLVjYLVILOLQJMRLQWO\DVVSRXVDOLQFRPHZRXOGQRWEHFRPELQHG
IRUSXUSRVHVRIWKHSKDVHRXW7KHUHIRUHDEVHQWDFHUWLILFDWLRQUHTXLUH
PHQWWD[SD\HUVPLJKWWDNHDGYDQWDJHRIWKLVSURYLVLRQLQRUGHUWR
UHFHLYHRULQFUHDVHWKHLUFUHGLWUHIXQGV1RQHWKHOHVVWKHVSRXVHV
VWLOOZRXOGEHUHTXLUHGWREHOLYLQJDSDUWDVRIWKHFORVHRIWKHWD[
DEOH\HDUWREHHOLJLEOHXQGHUWKHPRGLILHGUXOH
+RZHYHULIWKH´QRFHUWLILFDWLRQµDSSURDFKZHUHWREHDGRSWHG
XQGHUWKHSURSRVHGJHQHUDOUXOHLWZRXOGEHSRVVLEOHWRFRQWLQXHWR
XVHWKLVDSSURDFKIRUWKHDEXVLYHVSRXVHHYHQZKHUHWKHPRGLILHG
UXOHLVLQYRNHGE\WKHDEXVHGVSRXVH7KDWLVWKHDEXVLYHVSRXVH
FRXOGKDYHKLV(,7&GHWHUPLQHGSXUVXDQWWRWKHSURSRVHGJHQHUDO
UXOHE\FRPELQLQJERWKVSRXVHV·LQFRPHIRUSXUSRVHVRIWKH(,7&
SKDVHRXWZKLOH WKH(,7& RI WKH DEXVHG VSRXVHZRXOG EH EDVHG
VROHO\RQKHU LQFRPHDORQHXQGHU WKHPRGLILHG UXOH7KLVK\EULG
DSSURDFK UHVSRQGV WR WKH GLOHPPDGLVFXVVHG DERYH WKH DEXVLYH
VSRXVHZRXOGEHQHLWKHUGHSULYHGRIWKH(,7&QRUSXWRQQRWLFH
WKDWWKHRWKHUVSRXVHKDGFHUWLILHGWKHRFFXUUHQFHRIGRPHVWLFDEXVH
DVKLVUHFHLSWRIWKHFUHGLWZRXOGQRWUHTXLUHVXFKFHUWLILFDWLRQXQGHU
WKHJHQHUDOUXOH
 ,QWKLVUHJDUGFRPPHQWVRQWKHSURSRVHGUHJXODWLRQVSHUPLWWLQJDEXVHGVSRXVHV
ZKROLYHDSDUWIURPWKHLUVSRXVHVWRFODLPSUHPLXPFUHGLWVLQPDUULHGILOLQJVHSDUDWHUH
WXUQVUDLVHGFRQFHUQVWKDWEHFDXVHRIWKHGRPHVWLFDEXVHUHTXLUHPHQWWKHGRPHVWLFDEXVH
VXUYLYRUPD\IDFHUHWULEXWLRQIURPKHUDEXVHU6HHHJ0ROR]DQRYVXSUDQRWH
 ,WLVZRUWKQRWLQJWKDWWKHUXOHWKDWSHUPLWVDEXVHGVSRXVHVWRFODLPSUHPLXP
WD[FUHGLWVLQPDUULHGILOLQJVHSDUDWHUHWXUQVSURYLGHVQRVXFKUHOLHIIRUWKHVSRXVHVWKDW
FRPPLWWHGWKHGRPHVWLFDEXVH6HH7HPS7UHDV5HJ%7DLL$UJXPHQWV
VLPLODUWRWKRVHDERYHFDQEHPDGHLQWKHSUHPLXPWD[FUHGLWFRQWH[WDVZHOODQGWKXV
LWDSSHDUVWKDWWKH,56DQG7UHDVXU\'HSDUWPHQWIDYRUWKHUHDVRQVIRUGHQ\LQJWKH
DEXVLYHVSRXVHWKHULJKWWRFODLPWKHVHFUHGLWVLQDPDUULHGILOLQJVHSDUDWHUHWXUQ
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7RDGGUHVVWKHGLIILFXOWLHVLQFODLPLQJWKH(,7&IDFHGE\PDU
ULHGLQGLYLGXDOVVXEMHFWHGWRGRPHVWLFDEXVHWKLV$UWLFOHSURSRVHV
PHDVXUHVWKDWZLOOSHUPLWVXFKLQGLYLGXDOVWRFODLPWKH(,7&RQD
PDUULHGILOLQJVHSDUDWHUHWXUQ8QGHUWKHSURSRVHGJHQHUDOUXOHDQ
LQGLYLGXDOVXEMHFWHGWRGRPHVWLFDEXVHZRXOGEHDEOHWRFODLPWKH
(,7&XVLQJWKHILOLQJVWDWXVRIPDUULHGILOLQJVHSDUDWHO\EXWWKH
(,7&ZRXOGEHGHWHUPLQHGE\FRPELQLQJWKHLQFRPHRIWKHLQGLYLGXDO
DQGKHUVSRXVHIRUSXUSRVHVRIWKH(,7&SKDVHRXWDQGLQYHVWPHQW
LQFRPHOLPLWDWLRQ7KLV$UWLFOHDOVRUHFRPPHQGVWKDWFRQVLGHUDWLRQ
EHJLYHQWRPRGLI\LQJWKHJHQHUDOUXOHZKHUHWKHVSRXVHVDUHOLYLQJ
DSDUWDVRIWKHODVWGD\RIDWD[DEOH\HDUXQGHUWKLVPRGLILFDWLRQ
WKHLQGLYLGXDOVXEMHFWHGWRGRPHVWLFDEXVHZRXOGEHDEOHWRFODLP
WKH(,7&XVLQJWKHILOLQJVWDWXVRIPDUULHGILOLQJVHSDUDWHO\EXW
TXDOLILFDWLRQIRUWKHFUHGLWZRXOGEHVROHO\EDVHGRQWKHLQFRPHRI
WKHLQGLYLGXDO
$OWKRXJK WKLV$UWLFOH LV OLPLWHG LQ LWV VFRSH WR WKH(,7& LWV
SURSRVDOVDQGXQGHUO\LQJUDWLRQDOHVDSSO\LQRWKHUFRQWH[WVZLWK
VLPLODUIRUFH7KHUHIRUHSHUPLWWLQJLQGLYLGXDOVVXEMHFWHGWRGRPHV
WLFDEXVHWRFODLPRWKHUWD[EHQHILWVRQPDUULHGILOLQJVHSDUDWH
UHWXUQVDOVRVKRXOGEHFRQVLGHUHG$OWKRXJKSUHPLXPWD[FUHGLWV
FDQEHFODLPHGRQPDUULHGILOLQJVHSDUDWHUHWXUQVXQGHUWKHGRPHV
WLFDEXVHVSRXVDODEDQGRQPHQWUXOHWKHSURSRVHGJHQHUDOUXOH
DQG FRQVLGHUHG PRGLILFDWLRQ FRXOG EH H[WHQGHG WR SUHPLXP WD[
FUHGLWV DQG RWKHU YDOXDEOH WD[ EHQHILWV VXFK DV HGXFDWLRQ
FUHGLWV DQG FUHGLWV IRU FKLOG DQG GHSHQGHQW FDUH H[SHQVHV
6LPLODUUHDVRQVWRWKRVHLQVXSSRUWRIWKHSURSRVHGDQGFRQVLGHUHG
PHDVXUHVLQWKH(,7&FRQWH[WVHHPWRVXSSRUWWKHLUH[WHQVLRQWR
 6HHVXSUDQRWHV²DQGDFFRPSDQ\LQJWH[WIRURWKHUWD[EHQHILWVWKDWDUHQRW
DYDLODEOHWRLQGLYLGXDOVZKRVHILOLQJVWDWXVLVPDUULHGILOLQJVHSDUDWH
 &I3DUHMD3UHPLXP7D[&UHGLWVXSUDQRWHDWUHFRPPHQGLQJWKDW
WKHGRPHVWLFDEXVHVSRXVDODEDQGRQPHQWUXOHIRUSUHPLXPWD[FUHGLWVEHH[WHQGHGWR
RWKHUWD[EHQHILWV
 6XSUDQRWHV²DQGDFFRPSDQ\LQJWH[W
 ([WHQGLQJWKHSURSRVHGJHQHUDOUXOHWRSUHPLXPWD[FUHGLWVZRXOGSHUPLWDQ
DEXVHGVSRXVHWRFODLPDSUHPLXPWD[FUHGLWLQDPDUULHGILOLQJVHSDUDWHUHWXUQLQWKRVH
FDVHVFXUUHQWO\EDUUHGXQGHUWKHGRPHVWLFDEXVHVSRXVDODEDQGRQPHQWUXOHZKHUHWKH
DEXVHGVSRXVHFRQWLQXHVWROLYHZLWKWKHDEXVLYHVSRXVH,IWKHSURSRVHGJHQHUDOUXOH
ZDVH[WHQGHGWRSUHPLXPWD[FUHGLWVWKHQHHGIRUWKHFXUUHQWGRPHVWLFDEXVHVSRXVDO
DEDQGRQPHQWUXOHIRUSUHPLXPWD[FUHGLWVZRXOGEHOHVVHQHGJLYHQWKDWHYHQZLWKRXW
WKHFXUUHQWUXOHDQDEXVHGVSRXVHZRXOGQRWQHHGWRILOHDMRLQWUHWXUQWREHHOLJLEOHIRU
DSUHPLXPWD[FUHGLWKRZHYHUDSSO\LQJWKHFRQVLGHUHGPRGLILFDWLRQWRSUHPLXPWD[
FUHGLWVPD\EHDSSURSULDWHIRUWKHUHDVRQVH[SUHVVHGLQ3DUW,,,'
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RWKHUWD[EHQHILWV+RZHYHUH[WHQGLQJWKHSURSRVHGJHQHUDOUXOH
WRRWKHUWD[EHQHILWVZRXOGSUHVXPDEO\LQFUHDVHWKHQXPEHURIWD[SD\
HUVDIIHFWHGWKHUHE\SODFLQJDQHYHQJUHDWHUDGPLQLVWUDWLYHEXUGHQ
RQWKH,56DQGPD\HQJHQGHUKHLJKWHQHGSULYDF\FRQFHUQV
WKHVHFRQVLGHUDWLRQVZRXOGQHHGWREHZHLJKHGLQWKHDQDO\VLV
 2QHGLIIHUHQFHZLWKUHVSHFWWRWKHSUHPLXPWD[FUHGLWLVWKDWDQLQGLYLGXDOFDQ
DXWRPDWLFDOO\UHFHLYHLWXSRQSXUFKDVLQJKHDOWKLQVXUDQFHDQHVWLPDWHGFUHGLWLVSDLG
LQDGYDQFHGLUHFWO\WRWKHLQGLYLGXDO·VLQVXUDQFHFRPSDQ\DQGDSSOLHGWRWKHLQVXUHG·V
PRQWKO\SUHPLXPV6HH3DWLHQW3URWHFWLRQDQG$IIRUGDEOH&DUH$FW86&D
4XHVWLRQVDQG$QVZHUVRQWKH3UHPLXP7D[&UHGLW,566HSWKWWSV
ZZZLUVJRY$IIRUGDEOH&DUH$FW,QGLYLGXDOVDQG)DPLOLHV4XHVWLRQVDQG$QVZHUVRQ
WKH3UHPLXP7D[&UHGLW>KWWSSHUPDFF<5.+96@&RQVHTXHQWO\RQHRIWKHUHDVRQV
LQVXSSRUWRIDOORZLQJDEXVHGLQGLYLGXDOVWRFODLPWKH(,7&RQDPDUULHGILOLQJVHSDUDWH
UHWXUQSXUVXDQWWRWKHSURSRVHGJHQHUDOUXOH³WKDWLIDMRLQWUHWXUQLVUHTXLUHGDQGILOHG
WKHUHIXQGUHVXOWLQJIURPWKH(,7&ZRXOGOLNHO\HQGXSLQDQDFFRXQWFRQWUROOHGE\WKH
DEXVLYHVSRXVHVHHVXSUDQRWHV²DQGDFFRPSDQ\LQJWH[W³ZRXOGQRWDSSO\ZKHUH
DSUHPLXPWD[FUHGLWLVFODLPHGRQDMRLQWUHWXUQEXWDQDGYDQFHGSUHPLXPWD[FUHGLW
KDVEHHQUHFHLYHGE\WKHDEXVHGVSRXVH1HYHUWKHOHVVRWKHUUHDVRQVLQVXSSRUWRIWKH
SURSRVHGJHQHUDOUXOHVHHPWRDSSO\WRWKHSUHPLXPWD[FUHGLWZLWKHTXDOIRUFH6XSUD
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